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SMALL  BUSINESS  AND  INTERNATIONAL 

TRADE 


MONDAY,  MAY  2,  1994 

U.S.  Senate, 
Committee  on  Small  Business, 

Boston,  MA. 
The  Committee  met,  pursuant  to  notice,  at  9:12  a.m.,  in  City 
View,  room  2,  World  Trade  Center,  Boston,  MA,   Hon.  John  F. 
Kerry,  presiding. 

OPENING  STATEMENT  OF  HON.  JOHN  KERRY,  A  U.S.  SENATOR 
FROM  THE  COMMONWEALTH  OF  MASSACHUSETTS 

Senator  Kerry.  I  do  not  even  have  to  ask  us  to  come  to  order. 
This  is  the  most  ruly  unruly  crew  I  have  ever  met. 

Good  morning.  The  U.S.  Senate  Small  Business  Committee  hear- 
ing on  Small  Business  and  International  Trade  will  come  to  order. 
I  would  like  to  thank  everybody  for  being  here. 

I  am  particularly  grateful  to  Maria  Haley  for  traveling  so  far, 
from  Indonesia,  to  come  here,  and  Janice  Wolfe  for  accompanying 
her,  and  I  am  grateful  also  to  the  other  participants. 

I  want  to  express  my  appreciation  to  Senator  Bumpers  for  au- 
thorizing the  Committee  to  hold  this  hearing  in  Boston,  which  is 
extremely  important  to  those  of  us  here  for  a  number  of  different 
reasons. 

I  guess  I  wear  several  hats  today:  One  is  my  hat  as  chairman 
of  the  Subcommittee  on  Minority  and  Business  Development  of  the 
Small  Business  Committee,  another  hat  as  chairman  of  the  Com- 
merce Subcommittee  on  Tourism  and  Trade,  and  the  third  hat  is 
really  just  representing  this  State  with  our  extraordinary  interests 
in  small  business  development. 

What  I  want  to  do  today  is  create  as  much  of  a  dialog  as  we  can. 
When  we  have  hearings  in  Washington,  it  is  mostly  a  Senate  dialog 
with  the  witnesses;  but  today  if  there  are  some  questions  from 
those  of  you  who  are  guests  here  who  have  particular  interests  in 
small  business  issues,  we  will  welcome  those  and  try  to  have  a  lit- 
tle more  of  a  dialog  then  might  normally  be  available  in  these 
venues. 

The  issue  that  we're  here  to  discuss  today  is  really  of  vital  impor- 
tance to  us.  We  often  hear  the  words  "vital  importance"  and  "crisis" 
and  "great  issue"  and  all  those  things  in  politics  and  for  whatever 
reasons  it's  hard  to  always  connect  the  real  interests  that  are  at 
stake  with  the  particular  issue. 

In  this  case,  we  are  talking  about  our  future;  we  are  talking 
about  the  largest  area  of  job  growth  and  opportunity  as  the  less  de- 
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veloped    countries    become    developed    countries    and    as    these 
enormous  markets  begin  to  open  up  to  us. 

It's  very  clear  that  with  the  population  growth  here  in  this  coun- 
try, the  maturity  of  our  markets  and  the  incredible  number  of  ma- 
ture industries  competing  in  those  mature  markets  that  we  have 
seen  a  change  in  the  work  place  and  a  change  in  the  marketplace 
unprecedented  certainly  in  tnis  century. 

I  personally  believe  it  is  not  an  exaggeration  at  all  to  suggest 
that  we  are  very  much  at  the  dawn  of  a  new  age  in  the  sense  that 
we  are  at  the  end  of  the  Industrial  Revolution;  and  while  for  the 
last  10  or  15  years  we  have  been  feeling  the  onset  of  the  Informa- 
tion Age,  or  whatever  you  want  to  call  it,  most  people  doubt  that 
we  will  ever  again  see  large  entities  with  major  assembly  lines  em- 
ploying hundreds  of  thousands  of  Americans  and  being  dominant 
forces  in  the  market;  i.e.,  the  automobile  industry,  or  appliances, 
etc. 

That  is  particularly  true  because  today,  unlike  the  past,  if  you 
have  free  trade,  the  moment  you  open  up  a  new  market  oppor- 
tunity, you  have  thousands  of  engineers  and  R&D  experts  and  so 
forth  converging  on  that  particular  market  opportunity. 

Whether  it's  Siemens  or  Alcatel  versus  AT&T,  there  is  always 
some  competitor  in  another  part  of  the  world  who  is  anxious  to 
make  their  profits. 

So  it  is  for  that  reason  in  recognition  of  this  changing  market 
that  the  Clinton  administration  has  sought  to  retool  our  approach 
a  little  bit  and  to  hone  our  ability  to  be  able  to  help  small  busi- 
nesses become  big  business,  or  at  least  medium  size. 

Here  in  Massachusetts,  with  the  downsizing  of  our  defense  in- 
dustry, it  is  not  unlike  the  1960's  where  we  saw  a  certain  spinoff 
come  out  of  the  early  space  efforts  and  the  early  defense  industry; 
and  a  great  many  of  our  people,  in  conjunction  with  MIT  or  Har- 
vard or  Northeastern,  went  out  into  the  marketplace  and  designed 
a  lot  of  new  products. 

That's  happening  now.  We  have  a  huge  number  of  niche  indus- 
tries or  small  start-ups  in  Massachusetts,  which  is  very  exciting.  It 
may  be  taking  us  a  little  longer  to  come  out  of  the  doldrums 
economically  than  other  parts  of  the  country. 

There  are  a  lot  of  reasons  for  that,  not  the  least  of  which,  how- 
ever, is  the  fact  that  we  had  far  more  real  estate  overhang  here 
than  other  places;  we  had  far  more  dependency  on  defense  con- 
tracts; we  had  a  greater  dependency  on  computers,  and  the  com- 
puter industry  missed  some  of  the  personal  computer  trends,  so  we 
saw  a  down  turn  there;  and  we  saw  great  reductions  in  our  own 
government  spending  at  the  State  level  coupled  with  lower 
government  spending  at  the  Federal  level. 

When  you  add  all  the  four  of  those  happenings  at  the  same  time, 
you  get  some  economic  dislocation  in  terms  of  magnitude;  and  then 
you  couple  it  with  other  realities  of  life  in  New  England,  it's 
difficult. 

On  the  other  hand,  I  am  convinced  that  we  have  assets  that  no 
other  region  has.  One  of  the  basic  assets  happens  to  be  water.  And 
as  the  Southwest  and  the  South  of  this  country  get  too  developed, 
the/re  going  to  have  great  difficulties,  as  they  are  already  having 
in  places  like  Las  Vegas  talking  about  how  they  are  going  to  divert 


the  Colorado  River,  or  in  Arizona  and  other  places,  there  are  limits 
depending  upon  what  kind  of  infrastructure  you  build. 

So  we  have  enormous  assets  here.  Our  greatest  asset — which  is 
what  we  want  to  talk  about  today — is  our  ingenuity  in  small  busi- 
ness enterprises  and  the  opportunities  that  may  or  may  not  be 
available  to  us  to  go  out  into  this  brave  new  world  and  trade. 

It's  in  our  tradition,  it's  in  our  blood  in  Massachusetts,  which  is 
another  reason  I  am  glad  to  have  this  hearing  here,  we  have  a 
great  history  of  trade  and  involvement  with  other  countries. 

The  export  strategy  that  the  Clinton  administration  is  trying  to 
put  in  place,  which  we  will  explore  today  and  hopefully  have  your 
input  to  see  where  we  might  make  it  stronger,  came  out  of  the 
Trade  Program  Coordinating  Group,  which  actually  grew  out  of  an 
effort  by  Senator  Rockefeller  and  myself  and  others  on  our  commit- 
tee, and  it  has  brought  together  the  trading  entities  of  our  govern- 
ment, if  you  will,  to  try  to  literally  cooperate. 

So  in  the  last  months  we  have  been  thankfully  witnessing  Maria 
Halev  of  the  Ex-Im  Bank  and  Jan  Wolfe  and  Irene  Fisher  of  the 
Small  Business  Administration  and  others  trying  to  pull  the 
ingenuity  of  the  Administration  together. 

I  personally  spent  a  lot  of  time  going  around  the  State  visiting 
dozens  of  companies:  The  Bose  Corp.  out  in  Framingham,  which 
now  competes  better  by  virtue  of  automation — which  is  the  way 
most  productivity  increases  are  coming  in  our  companies  today,  ei- 
ther through  artificial  intelligence,  robotics,  computers,  or  some- 
thing that  generally  displaces  human  beings — Kinefac  in  Worces- 
ter, Quaker  Fabrics  in  Fall  River,  Kryptonite  Locks  in  Canton, 
Data  Flute  in  Pittsfield. 

All  companies,  whether  they  are  in  tool  casting  or  in  textiles,  are 
all  competing  by  virtue  of  their  ability  to  upgrade  their  productivity 
and  to  get  out  into  these  foreign  markets. 

Every  one  of  those  companies  is  exporting  from  Massachusetts 
and  none  of  those  are  what  you  would  call  "giants." 

I've  also  visited  with  a  lot  of  people  with  the  information  centers: 
The  Worcester  Chamber  of  Commerce,  the  U-Mass  Small  Business 
Development  Center,  and  others. 

We  brought  Joe  Grandmaison  up  from  the  Trade  Development 
Agency  to  meet  with  folks  here  to  talk  about  what  we  can  do.  And 
it  is  clear  that  there  is  a  lot  of  information  that  is  now  beginning 
to  come  together. 

We  want  to  talk  today  about  one-stop  shop  capacity  and  how  we 
make  one-stop  shopping  work.  But  we've  also  learned,  as  U-Mass 
business  folks  told  me  during  my  visit  with  them,  it  is  not  iust  a 
question  of  gathering  the  information;  it  is  also  a  question  of  know- 
ing how  and  being  able  to  use  that  information  effectively. 

In  many  cases  small  companies  are  simply  incapable — not  in- 
capable intellectually,  but  financially— of  doing  what  is  necessary 
to  invest  sufficiently  in  the  decisionmaking. 

If  you  are  a  small  company,  you  may  have  the  market  oppor- 
tunity, but  you  just  do  not  nave  the  capital  to  take  the  time  nec- 
essary to  fly  to  Hong  Kong,  or  somewhere,  scope  out  the  market- 
place, get  enough  information,  integrate  it  intelligently  that  allows 
you  to  come  up  with  a  decision  that  allows  you  to  say,  "Yes,  I  am 
willing  to  commit  to  this." 


Other  Asian  countries  have  proven  themselves  far  more  capable 
than  us  at  helping  their  small  companies  to  grab  these  niches  in 
our  market.  We  need  to  be  far  more  aggressive  and  tougher  about 
getting  out  into  their  markets.  And  that  is  another  thing  we  want 
to  talk  about  today. 

The  Small  Business  Center  is  actually  helping  people  to  make 
the  decision  that  they  otherwise  could  not  afford.  By  making  that 
decision,  they  then  also  know  the  level  of  risk.  And  by  minimizing 
the  risk,  they  can  target  an  opportunity  to  get  out  there.  That  is 
a  public-private  partnership. 

For  12  years  in  this  country  we  spent  too  much  time  arguing 
about  how  the  private  sector  shouldn't  have  to  look  to  the  public 
sector  to  do  any  of  this.  As  a  result,  we  have  missed  an  awful  lot 
of  opportunities. 

There  has  to  be  some  effort  to  fight  fire  with  fire.  And  the  fire 
I  am  talking  about  are  voracious  governments  and  corporate  enti- 
ties in  other  countries  that  are  willing  to  spend  anything,  dump 
anything,  undercut  anything,  target  anything  in  order  to  grab  that 
market. 

If  we  don't  fight  back  with  fire,  we  are  going  to  lose  the  economic 
clout  necessary  to  leverage  the  rules  allowed  under  the  World 
Trade  Organization  that  will  allow  us  to  complete  on  a  fair  plaving 
field.  I  don't  think  we  are  looking  for  advantage,  but  we  are  looking 
for  parity. 

A  final  comment  I  would  like  to  make  before  introducing  our  first 
panel:  It  seems  to  me  that  we  would  be  well  served  by  being  much 
more  aggressive  in  these  other  markets  in  truly  bringing  together 
our  presence.  I  think  Maria,  Janice  and  others  may  talk  about  this 
today. 

I  have  introduced  legislation,  and  I  know  Ron  Brown  at  Com- 
merce is  supportive  of  it.  And  we  are  going  to  try  to  push  to  create 
a  business  center  in  Hong  Kong,  a  business  center  in  Tokyo,  at 
least  to  start  with,  and  perhaps  ultimately  in  Singapore  or 
wherever. 

The  notion  of  this  business  center  would  be  a  place  that  really 
represents  our  businesses  and  provides  the  kinds  of  support  system 
within  a  country  that  helps  our  companies  to  be  able  to  make  the 
commitment  necessary  to  that  marketplace. 

When  I  was  in  Hong  Kong  recently  I  met  with  our  Foreign  Com- 
mercial Service  personnel.  There  were  I  think  2  or  3  people  sort  of 
struggling  to  keep  up  with  the  amount  of  work. 

These  folks — I  don't  know  what  their  salaries  are,  but  I  guaran- 
tee you  they  are  probably  somewhere  in  the  $60,000  to  $80,000 
range — told  me  that  they  are  losing  on  a  weekly  basis  millions  of 
dollars  of  contracts  and  over  an  annual  basis  billions  of  dollars  of 
contracts  simply  because  they  do  not  have  enough  people  to  be  able 
to  conduct  the  meetings  necessary  and  do  the  contacting  necessary 
to  create  the  marriages  that  bring  the  businesses  together  with  the 
opportunities. 

Now  they  put  this  information  out  on  the  network  and  it  comes 
back  to  us,  but  it  is  kind  of  diffused.  If  we  were  able  to  really  have 
a  center  adequately  staffed  that  married  the  appropriate  oppor- 
tunity with  the  appropriate  company,  we  would  have  tremendous 


job  growth  in  this  country  and  our  economy  would  feel  the  push 
very,  very  quickly. 

This  is  the  kind  of  place  where  I  think  we  are  so  penny  wise  and 
pound  foolish  in  our  policies;  and  I  am  going  to  advocate  very 
strongly  pushing  for  increased  staffing  in  order  it  to.  You  would 
pay  for  their  salary  in  about  a  day,  maybe  a  few  hours  even.  So 
it  is  well  worth  the  undertaking. 

With  that  said,  let  us  start  the  testimony  today  and,  I  hope  truly 
to  have  a  dialog.  It  does  not  need  to  be  all  that  formal,  but  I  really 
want  to  try  to  explore  what  the  opportunities  are,  what  the  admin- 
istration is  doing,  where  these  one  stop  shops  come  into  effect,  and 
how  we  can  improve  on  our  own  economy  by  being  a  little  more  ag- 
gressive. 

Maria,  thank  you  for  being  with  us.  Thank  you  for  traveling  such 
a  long  way  to  be  here. 

Ms.  Haley.  It  is  my  pleasure,  Mr.  Chairman.  Thank  you,  Mr. 
Chairman,  for  the  opportunity  to  meet  with  you  and  other  distin- 
guished guests  in  Boston  to  cfiscuss  the  export  financing  efforts  for 
small  business  of  the  Export-Import  Bank  of  the  United  States. 

STATEMENT  OF  MARIA  LUISA  M.  HALEY,  DIRECTOR,  EXPORT- 
IMPORT  BANK  OF  THE  UNITED  STATES 

Ms.  Haley.  This  hearing  is  certainly  timely.  In  the  past  few 
weeks,  we  have  announced  a  number  of  changes  aimed  at 
reinventing  Ex-Im  Bank.  Spurred  by  the  goals  of  the  Trade  Pro- 
motion Coordinating  Committee — and,  Mr.  Chairman,  we  thank 
you  for  the  work  that  you  have  done  in  making  this  committee  pos- 
sible— we  have  been  reinventing  Ex-Im  Bank  by  undertaking  an  in- 
depth,  internal  review  and  analysis  of  all  aspects  of  the  Bank's 
operations,  policies,  and  programs. 

The  mission  of  Ex-Im  Bank  is  simple:  We  support  U.S.  jobs  by 
financing  U.S.  exports.  Accomplishing  this  mission  for  small  busi- 
nesses requires  dedicated  work. 

We  have  made  improving  our  small  business  support  a  primary 
goal  with  an  emphasis  both  on  upgrading  the  financial  products 
that  we  offer  and  expanding  our  accessibility  for  small  businesses. 

One  important  component  of  reinventing  Ex-Im  Bank  is  that  the 
bank  has  been  reorganized  as  one  bank  with  one  mandate.  Small 
business  is  now  mainstreamed  throughout  the  Bank's  business 
development  and  export  finance  activities. 

Also,  during  the  past  year,  Ex-Im  Bank  participated  in  the  inten- 
sive collaboration  which  occurred  among  the  19  Federal  agencies  in 
the  Trade  Promotion  Coordinating  Committee  to  formulate  a 
National  Export  Strategy. 

The  TPCC's  central  goal  was  to  make  certain  that  we  did  every- 
thing we  could  for  small  and  medium  sized  businesses  to  export. 

An  important  result  of  the  TPCC's  recommendations  is  the  har- 
monized Working  Capital  Guarantee  Program,  which  Ex-Im  Bank 
and  the  Small  Business  Administration  expect  to  offer  beginning 
October  1,  1994. 

Thus,  in  conjunction  with  both  President  Clinton's  National  Ex- 
port Strategy  and  the  Bank's  desire  to  enhance  utility  of  all  our  fi- 
nancing programs  for  small  and  medium-sized  companies,  Ex-Im 


Bank  has  made  several  organizational,  policy  and  program 
modifications. 

The  TPCC  produced  a  set  of  actions  and  recommendations  that, 
if  properly  implemented,  will  give  a  great  boost  to  the  ability  of 
large  ana  small  American  companies  to  compete  in  the  global 
marketplace. 

The  TPCC  recognizes  that  small  businesses  need  counseling;  that 
small  businesses  need  information  about  opportunities  in  inter- 
national markets;  and  that  small  business  have  a  difficult  time 
accessing  government  export  assistance  programs. 

One  of  the  major  steps  for  improving  support  to  small  businesses 
is  the  opening  of  the  U.S.  Export  Assistance  Centers,  also  referred 
to  as  the  USEACs,  or  one-stop  shops,  in  major  U.S.  cities  through- 
out the  country.  The  first  4  USEACs  are  now  in  operation  in  Balti- 
more, Miami,  Chicago,  and  Los  Angeles. 

The  USEACs  provide  all  Federal  export  promotion  and  trade  fi- 
nance programs  in  a  central  location,  including  resources  and  staff 
from  Ex-Im  Bank,  the  Department  of  Commerce,  and  the  SBA.  The 
USEACs  also  integrate  Federal  services  with  other  local,  State,  and 
private  sector  providers. 

The  TPCC  is  also  able  to  help  companies  located  in  cities  and 
States  without  USEACs.  By  telephoning  1-800  USA-TRADE,  com- 
panies can  obtain  information  on  export  counseling;  seminars  and 
conferences;  foreign  markets;  overseas  buyers;  export  financing; 
and  technical  assistance. 

One  of  the  greatest  difficulties  the  smaller  exporter  encounters  is 
the  inability  to  obtain  adequate  "pre-export  financing"  or  the  fi- 
nancing used  to  build  the  inventory  needed  to  fulfill  export 
opportunities. 

I  want  to  commend  our  partners  at  the  SBA  for  their  cooperation 
as  we  work  towards  combining  and  harmonizing  the  Ex-Im  Bank 
Working  Capital  Guarantee  Program  and  the  SBA's  Export  Revolv- 
ing Line  of  Credit,  or  ERLOC  program. 

To  achieve  harmonization,  SBA  will  seek  Congressional  approval 
to  increase  its  program  coverage  from  85  to  90  percent.  Ex-Im 
Bank  will  reduce  coverage  from  100  to  90  percent. 

The  harmonization  of  these  programs  will  enable  both  agencies 
to  be  more  user  friendly,  easier  to  access  and  administer  and  allow 
for  cross  marketing  of  programs. 

The  TPCC  made  65  recommendations,  designed  to  provide  addi- 
tional benefits  and  support  for  U.S.  exporters.  I  want  to  illustrate 
the  scope  of  these  recommendations  with  1  or  2  examples  before  I 
comment  on  reinventing  Ex-Im  Bank. 

The  TPCC  recommended  improved  advocacy,  consistent  with 
U.S.  interests  and  objectives,  so  that  appropriate  U.S.  Government 
support  will  be  provided  not  only  to  large  but  to  small  and  me- 
dium-sized U.S.  firms  as  they  face  foreign  competitors  who  are 
aggressively  backed  by  their  governments. 

The  TPCC  also  recommended  that  State  and  Federal  agencies 
greatly  enhance  and  strengthen  their  communication  and  coordina- 
tion to  improve  and  expand  services  to  exporters.  At  Ex-Im  Bank, 
we  want  to  expand  and  improve  our  city/State  program. 

As  a  result  of  reinventing  Ex-Im  Bank,  we  are  proposing  that  the 
most  effective  way  to  substantially  increase  pre-export  financing 


support  is  to  expand  the  role  of  financial  intermediaries  and 
increase  the  use  of  delegated  authority. 

Ex-Im  Bank  needs  to  leverage  the  marketing  and  servicing  reach 
of  the  hundreds  of  banks  that  deal  regularly  with  small  businesses. 

As  an  incentive  to  lenders  to  use  delegated  authority  and  to  com- 
pensate for  the  added  expenses  of  administering  these  transactions, 
lenders  will  now  receive  a  rebate  of  100  percent  on  the  facility  fee 
for  transactions  greater  than  $750,000.  For  delegated  authority 
transactions  less  than  or  equal  to  $750,000,  lenders  will  receive  a 
rebate  of  75  percent  of  the  facility  fee. 

We  have  also  improved  certain  guarantee  and  program  features 
in  a  further  effort  to  stimulate  commercial  bank  lending  to  small 
and  medium-sized  U.S.  exporters. 

To  expand  the  availability  of  pre-export  financing,  we  have  en- 
tered into  a  new  agreement  with  the  Private  Export  Financing  Cor- 
poration, or  PEFCO,  so  that  qualified  exporters  who  cannot  get  fi- 
nancing from  commercial  sources  will  be  able  to  finance  through 
PEFCO. 

To  provide  additional  support  for  short-term  export  credit  insur- 
ance transactions,  we  have  expanded  the  exit  threshold  of  small 
business  and  umbrella  insurance  policies  from  $2  million  to  $3  mil- 
lion in  export  credit  sales  and  added  the  availability  of  this  discre- 
tionary credit  limits  to  the  small  business  policy,  thereby  enabling 
exporters  to  ship  goods  without  prior  Ex-Im  Bank  review. 

We  have  revised  the  medium-term  insurance  program  to  create 
an  improved  product  which  will  benefit  smaller  exporters  whose 
sales  often  depend  upon  the  ability  to  provide  prompt  financing. 
Users  of  Export  Bank's  medium-term  guarantee  and  insurance  pro- 
gram now  have  a  choice  of  100  percent  cover  under  a  conditional 
insurance  policy  or  guarantee  while  continuing  to  offer  the  100 
percent  unconditional  guarantee  option. 

President  Clinton  has  committed  the  United  States  on  a  pilot 
program  basis,  to  a  new  and  more  aggressive  approach  to  combat- 
ing the  tied-aid  practices  of  our  foreign  competitors.  This  tied-aid 
policy  explicitly  contemplates  the  use  of  tied  aid  for  small  compa- 
nies and  in  matching  transactions  less  than  $1  million.  This  rep- 
resents a  first  in  a  new  form  of  support  for  small  and  medium-sized 
companies. 

The  Clinton  administration  is  committed  to  strengthening  the 
U.S.  economy  and  our  international  competitiveness.  Exports  are 
key  to  our  economic  growth.  It  provides  better  jobs  and  a  better 
standard  of  living.  Ex-Im  Bank  has  revised  its  small  business  pro- 
grams to  better  serve  more  small  and  medium-sized  companies  and 
attract  a  border  spectrum  of  lenders  into  the  market. 

Before  I  conclude  my  oral  statement,  Mr.  Chariman,  I  want  to 
mention  that  my  telephone  number  at  Ex-Im  Bank  is  202-566- 
8220.  And  I  am  always  happy  to  talk  with  interested  parties  about 
our  efforts  for  small  business  exports.  I  also  want  to  mention  that 
copies  of  the  Ex-Im  Bank  Small  Business  Fact  Sheet  are  available 
today  in  the  hearing  room. 

Mr.  Chairman,  it  is  my  pleasure  to  answer  any  questions  you 
may  have.  Thank  you. 
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Senator  Kerry.  Maria,  thank  you  very  much.  That's  certainly 
helpful.  Let  me  move  on  now  to  Janice  Wolfe,  and  then  we  will 
come  back  and  have  some  questions. 

STATEMENT  OF  JANICE  E.  WOLFE,  DEPUTY  ASSOCIATE 
DEPUTY  ADMINISTRATOR  FOR  ECONOMIC  DEVELOPMENT, 
U.S.  SMALL  BUSINESS  ADMINISTRATION 

Ms.  Wolfe.  Thank  you,  Mr.  Chairman,  for  inviting  the  Small 
Business  Administration  to  testify  today  in  the  role  that  we  have 
with  the  Trade  Promotion  Coordinating  Committee  and  SBA's 
efforts  to  revitalize  our  export  finance  programs. 

As  you  noted  in  your  opening  remarks,  I  am  also  accompanied 
by  Irene  Fisher.  Irene  is  with  us  for  a  year  to  head  up  our  inter- 
national trade  efforts.  She  is  on  loan  from  the  California  Export  Fi- 
nance Office  where  she  runs  one  of  the  best  export  finance  pro- 
grams for  the  State  government  and  for  the  country.  We  are  very 
pleased  to  have  her  here  for  the  year. 

SBA's  objective  is  to  provide  incentives  for  banks  to  finance  ex- 
ports by  small  businesses  and  to  provide  small  businesses  the  tools 
they  need  to  do  business  overseas. 

SBA  offers  both  financial  and  business  development  assistance  to 
help  small  firms  develop  export  sales  and  get  paid. 

Also  in  the  back  of  the  room  we  have  some  of  the  books  that  our 
business  development  employees  put  out;  they  are  excellent;  and 
we  would  like  people  to  take  advantage  of  those. 

On  the  financial  assistance  side,  we  have  a  variety  of  loan  pro- 
grams including  the  Export  Working  Capital  Program,  the  Inter- 
national Trade  Loan  Program,  and  our  7(a)  program  that  most  of 
you  know  about. 

Although  the  volume  of  loans  under  our  Export  Working  Capital 
Program  comprises  only  a  fraction  of  SBA's  total  lending,  SBA  is 
now  undertaking  a  number  of  measures  which  we  expect  will 
dramatically  increase  the  level  of  export  financing  that  we  support. 

In  order  to  increase  the  efficiency  and  effectiveness  of  our  serv- 
ices for  exporters,  two  of  our  main  objectives  are  to  overhaul  SBA's 
Working  Capital  Guarantee  Program,  currently  called  the  Export 
Revolving  Line  of  Credit,  which  Maria  referred  to,  and  to  improve 
delivery  of  export  assistance  through  the  U.S.  Export  Assistance 
Centers,  which  we  of  course  in  the  government  call  the  USEAC's. 

SBA  recently  developed  a  legislative  package,  which  was  intro- 
duced in  the  House  by  Small  Business  Committee  Chairman  La- 
Falce.  This  package,  if  enacted,  will  help  us  deliver  a  more  effective 
export  loan  program.  The  new  Export  Working  Capital  Guarantee 
Program  will  offer  preliminary  commitments  for  exporters,  addi- 
tional incentives  for  lenders  who  use  the  program,  and  streamlined 
forms  and  documentation  for  both  lenders  and  exporters. 

Section  201  of  our  bill  would  amend  the  Small  Business  Act  to 
increase  to  90  percent  the  maximum  guarantee  coverage  available 
to  a  participating  lender  for  an  Export  Working  Capital  loan.  In- 
creasing export  loan  coverage  to  90  percent  in  all  cases  will  make 
our  program  consistent  with  Ex-Im  Bank's  Working  Capital  Guar- 
antee Program  as  well  as  the  export  finance  programs  of  most 
States. 


In  addition  to  the  statutory  change,  we  are  taking  administrative 
actions  to  harmonize  our  working  capital  program  with  that  of  the 
Export-Import  Bank  to  eliminate  overlap,  waste,  or  duplication. 
This  initiative  will  make  export  financing  more  accessible  to  our 
small  business  customers. 

Also  in  section  201  of  our  bill  SBA  would  eliminate  the  present 
statutory  prohibition  on  International  Trade  Loans  of  $155,000  or 
less.  The  SBA  has  been  precluded  from  financing  exporters  who 
may  meet  all  of  our  ITL  program  criteria  except  for  the  fact  that 
the  loan  considered  is  too  small. 

Section  202  of  our  bill  would  provide  authority  for  the  Small 
Business  Administration  to  guarantee  standby  letters  of  credit, 
which  are  a  common  feature  of  many  international  sales  contracts 
and  are  intended  to  ensure  the  performance  of  exporters  with 
whom  a  foreign  buyer  may  have  little  or  no  experience.  This  pro- 
posal would  also  eliminate  the  present  statutory  language  that  lim- 
its export  revolving  lines  of  credit  made  under  the  current  act  to 
3  years. 

Section  203  of  the  bill  would  eliminate  the  present  $250,000  cap 
on  working  capital  loans  made  under  SBA's  International  Trade 
Loan  Program.  The  change  we  recommend  would  result  in  a  much 
more  flexible  program  which  are  consistent  with  the  needs  of 
constituents. 

Because  there  is  no  secondary  market  for  short-term  export 
loans,  SBA  is  now  considering  a  number  of  administrative  steps  to 
make  our  export  loan  program  more  attractive  to  lenders.  We  are 
reviewing  our  fee  and  interest  rate  policies  to  make  sure  that  lend- 
ers know  that  if  they  participate  in  the  program  they  can  expect 
a  reasonable  return  on  their  investment. 

For  exporters  we  are  working  to  expand  and  improve  our  deliv- 
ery system  and  simplify  our  forms  and  documentation  to  make  sure 
that  SBA's  loan  turnaround  accommodates  the  time-sensitive 
nature  of  export  transactions. 

SBA's  role  in  the  USEACs  is  to  help  exporters  gain  access  to  cap- 
ital by  offering  financial  counseling  and  export  loan  guarantees.  In 
addition,  SBA's  resource  partners,  the  Small  Business  Development 
Centers  and  the  Service  Corps  of  Retired  Executives,  offer  counsel- 
ing and  technical  assistance  that  help  new-to-export  firms  develop 
into  export-ready. 

By  "growing"  firms  to  become  export-ready,  we  expect  more  small 
businesses  will  be  better  positioned  to  take  advantage  of  the 
services  offered  by  the  Department  of  Commerce  and  Ex-Im  Bank. 

The  delivery  of  a  full  array  of  services  by  the  USEACs  is  possible 
only  through  the  cooperation  and  support  of  public  and  private  sec- 
tor groups.  Prior  to  establishing  the  first  four  USEACs,  teams  from 
the  Department  of  Commerce,  Ex-Im  Bank,  and  SBA  traveled  to 
the  four  target  cities. 

The  teams  met  in  a  public  forum  with  local  trade  organizations, 
bankers,  State  officials,  and  small  businesses  to  solicit  their 
recommendations,  guidance,  and  support. 

Though  these  and  other  activities,  we  hope  the  USEACs  will 
serve  as  an  impetus  to  increased  coordination  of  existing  networks 
of  private  and  public  sector  trade-related  groups. 
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I  want  to  reemphasize  that  partnerships  are  the  foundation  of 
the  USEACs.  For  example,  the  close  alliance  between  SBA  and  the 
California  Export  Finance  Office  will  result  in  setting  much  higher 
goals  for  export  working  capital  loans  in  California  than  could  have 
been  made  possible  otherwise. 

In  addition,  CEFO  will  be  a  major  asset  in  SBA's  efforts  to  train 
our  finance  personnel  for  both  trie  USEACs  in  Long  Beach  and 
other  SBA  district  offices. 

All  USEAC  offices  are  physically  co-located  in  buildings  that 
house  other  trade  promotion  organizations  for  even  greater  access 
for  services  by  small  businesses.  Small  exporters  will  benefit  from 
the  combined  expertise  and  strengths  of  each  individual  agency 
now  available  at  the  four  pilot  sites. 

As  more  centers  open,  small  businesses  will  benefit  from  easier 
access  to  even  more  members  of  the  Federal  trade  promotion  agen- 
cies. It  is  anticipated  that  all  of  these  other  agencies  will  offer 
services  from  the  USEACs. 

The  TPCC's  goal  of  serving  business  from  a  single  location  ap- 
pears to  have  hit  a  responsive  chord  among  the  business  commu- 
nities in  the  first  4  cities.  Over  the  coming  months,  as  future 
USEAC's  are  being  planned,  small  business  exporters  will  be  asked 
to  participate  in  evaluating  the  first  4  sites.  Where  appropriate,  the 
sites  will  be  altered  to  accommodate  the  needs  of  the  local  business 
community.  The  same  or  a  similar  process  will  be  repeated  for  each 
of  the  future  USEAC  sites. 

Mr.  Chairman,  USEACs  represent  a  tangible  response  by  Fed- 
eral and  State  Governments  to  meet  the  demands  of  small  business 
exporters.  By  revising  our  export  working  capital  program  and  par- 
ticipating fully  in  the  USEACs,  SBA  expects  to  become  more  effec- 
tive at  reaching  one  of  our  most  important  goals:  To  expand 
employment  and  income  opportunities  for  small  Dusiness  through 
increased  exports. 

For  the  Small  Business  Administration  to  participate  is  defi- 
nitely a  challenge  but  one  that  we  intend  to  meet.  And  we  are  very 
excited  about  this  program.  SBA,  like  Ex-Im  Bank,  is  in  a  process 
of  reinventing,  figuring  how  we  can  do  more  with  less  and  do  bet- 
ter. This  is  probably  our  most  exciting  program.  As  I  said,  we  are 
thankful  for  the  opportunity  to  be  able  to  come  before  you  today. 
Irene  and  I  are  available  for  any  questions  you  may  have.  Thank 
you. 

[The  prepared  statement  of  Janice  E.  Wolfe  follows:] 

Prepared  Statement  of  Janice  E.  Wolfe,  Deputy  Associate  Deputy  Adminis- 
trator for  Economic  Development,  U.S.  Small  Business  Administration 

Mr.  Chairman  and  Members  of  the  Committee,  thank  you  for  inviting  me  to  tes- 
tify on  the  Small  Business  Administration's  (SBA)  role  within  the  Trade  Promotion 
Coordinating  Committee  (TPCC)  and  SBA's  efforts  to  revitalize  our  export  finance 

grogram.  We  are  pleased  to  join  the  Department  of  Commerce,  the  Export-Import 
ank  of  the  United  States  and  the  other  members  of  the  TPCC  to  help  U.S.  small 
businesses  compete  successfully  in  the  international  marketplace. 

There  is  no  denying  that  exports,  particularly  small  business  exports,  are  vitally 
important  to  our  national  economy.  Small  businesses  employ  over  half  the  workers 
involved  in  direct  merchandise  exporting.  These  small  companies  will  lead  the  way 
to  future  U.S.  economic  growth  and  are  the  key  to  our  ability  to  compete  in  the  glob- 
al marketplace. 

Too  many  small  U.S.  companies,  with  weak  balance  sheets  and  few  assets  other 
than  their  exportable  inventory  and  foreign  receivables,  have  been  unable  to  obtain 
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export  financing.  These  companies  could  dramatically  improve  their  competitiveness 
if  they  had  greater  access  to  transaction-based  export  financing. 

Unfortunately,  many  U.S.  banks  consider  export  finance  to  be  unprofitable,  par- 
ticularly for  transactions  of  under  $1  million.  These  smaller  loans  are  viewed  as 
being  risky  and  highly  time  and  labor-intensive. 

SBA's  objective  is  to  provide  incentives  for  banks  to  finance  exports  by  small  busi- 
nesses and  provide  small  businesses  the  tools  they  need  to  do  business  overseas. 
SBA  offers  both  financial  and  business  development  assistance  to  help  small  firms 
develop  export  sales  and  get  paid.  Through  a  variety  of  loan  programs,  including 
our  export  working  capital,  International  Trade  Loan  (ITL)  and  7(a)  programs,  SBA 
offers  an  array  of  financial  support  for  exporters. 

Although  the  volume  of  loans  under  our  export  working  capital  program  comprises 
only  a  fraction  of  SBA's  total  lending,  SBA  is  undertaking  a  number  of  measures 
which  we  expect  will  dramatically  increase  the  level  of  export  financing  that  we  sup- 
port. In  order  to  increase  the  efficiency  and  effectiveness  of  our  services  for  export- 
ers, two  of  our  main  objectives  are  to  overhaul  SBA's  export  working  capital  guaran- 
tee program  (currently  referred  to  as  the  Export  Revolving  Line  of  Credit)  and  im- 
prove delivery  of  export  assistance  through  U.S.  Export  Assistance  Centers. 
(USEAC's). 

LEGISLATIVE  PACKAGE 

Export  Loan  Program. — SBA  recently  developed  a  legislative  package,  introduced 
in  the  House  by  Small  Business  Committee  Chairman  LaFalce,  which,  if  enacted, 
will  help  us  deliver  a  more  effective  export  loan  program.  The  new  Export  Working 
Capital  Guarantee  Program  will  offer  preliminary  commitments  for  exporters,  addi- 
tional incentives  for  lenders  who  use  the  program,  and  streamlined  forms  and  docu- 
mentation for  both  lenders  and  exporters. 

Section  201  of  our  bill  would  amend  the  Small  Business  Act  to  increase  to  90  per- 
cent the  maximum  guarantee  coverage  available  to  a  participating  lender  for  an  Ex- 
port Working  Capital  loan.  Increasing  export  loan  coverage  to  90  percent  in  all  cases 
will  make  our  program  consistent  with  Ex-Im  Bank's  Working  Capital  Guarantee 
Program  as  well  as  the  export  finance  programs  of  most  States. 

In  addition  to  this  statutory  change,  we  are  taking  administrative  actions  to  har- 
monize our  working  capital  program  with  that  of  the  Export-Import  Bank  (Ex-Im 
Bank)  to  eliminate  overlap,  waste  or  duplication.  This  initiative  will  make  export 
financing  more  accessible  to  our  small  business  customers. 

Section  201  of  the  SBA's  bill  would  eliminate  the  present  statutory  prohibition  on 
International  Trade  Loans  (ITLs)  of  $155,000  or  less.  The  SBA  has  been  precluded 
from  financing  exporters  who  may  meet  all  the  ITL  program  criteria — but  for  the 
fact  that  the  loan  requested  is  too  small. 

Section  202  of  the  bill  would  provide  authority  for  the  SBA  to  guarantee  standby 
letters  of  credit,  which  are  a  common  feature  of  many  international  sales  contracts 
and  are  intended  to  ensure  the  performance  of  exporters  with  whom  a  foreign  buyer 
may  have  little  or  no  experience.  This  proposal  also  would  eliminate  the  present 
statutory  language  that  limits  export  revolving  lines  of  credit  made  under  section 
7(aX14)  of  the  Small  Business  Act  to  3  years. 

Section  203  of  the  bill  would  eliminate  the  present  $250,000  cap  on  working  cap- 
ital loans  made  under  the  SBA's  ITL  program.  The  change  we  recommend  would 
result  in  a  much  more  flexible  program  that  is  consistent  with  the  needs  of  our 
constituency. 

Because  there  is  no  secondary  market  for  short-term  export  loans,  SBA  is  consid- 
ering a  number  of  administrative  steps  to  make  our  export  loan  program  more  at- 
tractive to  lenders.  We  are  reviewing  our  fee  and  interest  rates  policies  to  make  sure 
that  lenders  know  that  if  they  participate  in  the  program,  they  can  expect  a  reason- 
able return  on  their  investment. 

For  exporters,  we  are  working  to  expand  and  improve  our  delivery  system  and 
simplify  our  forms  and  documentation  to  make  sure  that  SBA's  loan  turnaround 
accommodates  the  time-sensitive  nature  of  export  transactions. 

SBA'S  ROLE  IN  THE  USEAC'S 

U.S.  Export  Assistance  Centers. — SBA's  role  in  the  USEAC's  is  to  help  U.S.  export- 
ers gain  access  to  capital  by  offering  financial  counseling  and  export  loan  guarantees. 
In  addition,  SBA's  resource  partners,  the  Small  Business  Development  Centers 
(SBDCs)  and  the  Service  Corps  of  Retired  Executives  (SCORE),  offer  counseling  and 
technical  assistance  that  help  new-to-export  firms  develop  into  export-ready.  By 
"growing"  firms  to  become  export-ready,  we  expect  more  small  businesses  will  be  bet- 
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ter  positioned  to  take  advantage  of  the  services  offered  by  the  Department  of  Com- 
merce and  Ex-Im  Bank. 

The  delivery  of  a  full  array  of  services  by  the  USEACs  is  possible  only  through 
the  cooperation  and  support  of  public  and  private  sector  groups.  Prior  to  establish- 
ing the  first  4  USEACs,  teams  from  the  DOC,  Exim-Bank  and  SBA  traveled  to  the 
4  target  cities.  The  teams  met  in  a  public  forum  with  local  trade  organizations, 
bankers,  State  officials  and  small  businesses  to  solicit  their  recommendations,  guid- 
ance and  support.  Through  these  and  other  activities,  we  hope  the  USEACs  will 
serve  as  the  impetus  to  increased  coordination  of  existing  networks  of  private  and 
public  sector  trade-related  groups. 

I  want  to  reemphasize  that  partnerships  are  the  foundation  of  the  USEACs.  For 
example,  the  close  alliance  between  SBA  and  the  California  Export  Finance  Office 
(CEFO)  will  result  in  setting  much  higher  goals  for  export  working  capital  loans  in 
California  than  could  have  been  possible  otherwise.  In  addition,  CEFO  will  be  a 
major  asset  in  SBA's  efforts  to  train  finance  personnel  for  both  the  USEAC  in  Long 
Beach  and  other  SBA  district  offices. 

All  USEAC  offices  are  physically  co-located  in  buildings  that  house  other  trade 
promotion  organizations  for  even  greater  access  to  services  by  businesses.  Small  ex- 
porters will  benefit  from  the  combined  expertise  and  strengths  of  each  individual 
agency,  now  available  at  the  4  pilot  sites. 

As  more  centers  open,  small  businesses  will  benefit  from  easier  access  to  even 
more  members  of  the  Federal  trade  promotion  agencies.  It  is  anticipated  that  these 
other  agencies  will  offer  services  from  the  USEACs. 

The  TPCC'8  goal  of  serving  business  from  a  single  location  appears  to  have  hit 
a  responsive  chord  among  the  business  communities  in  the  first  4  cities.  Over  the 
coming  months,  as  future  USEACs  are  being  planned,  small  business  exporters  will 
be  asked  to  participate  in  evaluating  the  first  4  sites.  Where  appropriate,  the  sites 
will  be  altered  to  accommodate  the  needs  of  the  local  business  community.  The  same 
or  a  similar  process  will  be  repeated  for  each  of  the  future  USEAC  sites. 

Mr.  Chairman,  the  USEACs  represent  a  tangible  response  by  the  Federal  and 
State  Governments  to  meet  the  demands  of  small  business  exporters.  By  revising 
our  export  working  capital  program  and  participating  fully  in  the  USEACs,  SBA  ex- 
pects to  become  more  effective  at  reaching  one  of  our  most  important  goals — to  ex- 
pand employment  and  income  opportunities  for  small  business  through  increased 
exports. 

Thank  you  very  much  for  the  opportunity  to  testify  today,  I  will  be  happy  to 
answer  any  questions  you  may  have. 

Senator  Kerry.  Thank  you  very  much,  Janice.  Let  me  try  to 
focus  on  a  couple  of  questions  before  we  open  it  up  for  a  few  gen- 
eral questions  or  comments. 

First  of  all,  I  want  to  emphasize  our  receptivity  to  this  concept 
of  the  export  assistance  center,  one-stop  shop,  or  whatever  you 
want  to  call  it.  And  as  chairman  of  the  Subcommittee,  I  have 
particular  interest  in  Boston  hopefully  becoming  such  a  site. 

I  was  struck  by  the  fact  that  California  now  has  this  special  link- 
age and  that,  you  said,  there  would  be  this  new  access  for  loans 
and  relationship,  obviously. 

In  this  new  structure  that  you've  created,  to  what  degree  is  the 
access  and  assistance  dependent  on  the  location  in  a  community  or 
in  a  State  or  region  of  one  of  these  export  centers  or  one  of  these 
one-stop  shops?  Do  you  follow  my  question? 

You  mentioned  that  as  a  result,  that  one  of  the  steps  you  have 
been  able  to  take  now  is  that  you  have  this  new  relationship  with 
California,  and  California  has  easier  access.  Now,  that  may  be  be- 
cause a  Californian  is  also  immediately  available.  But  obviously 
there  is  a  thinking  process;  there  is  a  knowledge  of  what  happens 
and  what  works  in  California;  there  is  knowledge — and  you  have 
an  export  center  in  Los  Angeles. 

Ms.  Fisher.  That's  correct. 
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Senator  Kerry.  To  what  degree  is  the  facilitation  of  the  better 
relationship  for  small  businesses  dependent  on  the  existence  of  one 
of  these  one-stop  shops? 

Ms.  Fisher.  If  I  follow  the  question,  the  one-stop  shop  and  our 
role  in  this,  although  we  are  becoming  very  active,  it  depends  on 
a  partnership  with  a  lot  of  other  organizations:  With  the  Federal 
Government,  with  Ex-Im,  with  the  Department  of  Commerce,  with 
State  organizations. 

Senator  Kerry.  If  you  do  not  have  the  center  though,  are  your 
small  businesses  going  to  be  as  able  to  break  through?  Do  you  want 
to  answer  that? 

Ms.  Fisher.  Yes,  I  would  like  to  address  that.  Especially  in  Mas- 
sachusetts where  we  have  a  very  active  international  trade  officer 
in  SBA,  it  will  not  be.  Other  States  do  have  what  we  call  the  co- 
guarantee  arrangement.  Kansas  has  it  with  the  SBA,  as  does  Cali- 
fornia. We  have  offered  it  to  Maryland  because  they  have  a  State 
program.  We  are  going  to  offer  it  to  Texas  and  to  Miami,  but  the 
demand  by  the  small  business  community  is  what's  going  to  call 
our  attention  to  this. 

We  have  a  program  that  is  ready  to  roll  out  approximately  June 
1.  Believe  me,  when  it  comes  out,  it  will  not  be  dependent  on  just 
partnerships.  We  will  need  the  partnerships  to  help  deliver,  but  it 
will  not  be  dependent  on  that. 

You  have  a  very  exciting  export  community  in  Massachusetts, 
and  they  are  going  to  demand  their  full  share,  and  they  will  get 
it. 

Senator  Kerry.  Let  me  go  a  step  further  now.  You  used  the 
terms  in  your  testimony,  Ms.  Wolfe,  we  are  reviewing  this,  we  are 
expanding  this,  we  are  going  to  change  this,  et  cetera,  which  seems 
to  say  to  me  there  is  a  lot  in  the  works  right  now. 

What  is  there  right  now  in  place — and  maybe  you  want  to  ex- 
plain to  some  of  these  folks  who  are  sitting  there  saying,  well,  I 
have  heard  a  lot  of  this,  but  I  still  do  not  know  how  it  affects  me. 

If  I  am  a  company  and  I  want  to  come  in,  what  is  there  now  that 
is  easier  so  that  these  people  say  to  themselves,  I  am  not  facing 
the  traditional  horrendous  bureaucratic  maze  that  tends  to  be  so 
forbidding  in  the  concept  so  that  people  are  hesitant.  Can  you 
share  your  comments  on  that?  I  am  particularly  interested  in  your 
comments  in  terms  of  the  small  business  effort. 

Ms.  Wolfe.  Well,  our  Export  Revolving  Line  of  Credit  program 
is  in  place  now. 

Senator  Kerry.  What  does  that  mean  to  a  company  here? 

Ms.  Wolfe.  That  we  have  a  working  capital  or  revolving  line  of 
credit  program  strictly  for  exporters  and  that  they  can  come  to  our 
offices  and  it  is  guaranteed  through  a  bank. 

We  have  people  in  each  of  our  regional  cities,  as  you  have  one 
here  in  Boston,  who  are  experts  in  helping  a  company  walk 
through  the  process  and  refer  them  to  a  lender  who  would  partici- 
pate. We  have  an  International  Trade  Loan  program  right  now  and 
a  number  of 

Senator  Kerry.  That  is  also  a  guarantee  program? 

Ms.  Wolfe.  Correct.  And  we  have  found  out  that  a  lot  of  borrow- 
ers have  used  that  program;  not  using  the  working  capital  portion 
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but  have  used  that  who  happen  to  be  into  exporting.  So  those  are 
available. 

Senator  Kerry.  And  if  you  are  a  small  company,  do  you  have  to 
come  in  with  a  guarantee  already  of  market  opportunity?  Do  you 
have  to  have  showing  of  sales? 

Ms.  Wolfe.  If  I  were  a  small  company  right  now  in  Massachu- 
setts, I  would  probably  go  to  the  Small  Business  Development  Cen- 
ter first.  You  have  one  of  the  best  centers  in  the  country  here  in 
Massachusetts.  It  is  located  around  the  State,  and  they  have  ex- 
perts. They  can  help  you  understand  the  program,  help  you  put  to- 
gether the  package  and  take  it  to  a  lender  and  take  it  to  the  Small 
Business  Administration. 

What  we  have  found  out  is  that  although  we  have  these  pro- 
grams, they  are  not  used  as  much  as  we  think  they  should  be.  We 
are  in  the  process  of  a  lot  of  things. 

As  I  said,  our  own  loan  officers  think  more  in  long-term  lending 
as  opposed  to  transaction-based  lending.  And  we  have  an  entire 
training  component  set  up  and,  in  fact,  started  last  week  that  our 
people  will  be  trained.  Certain  individuals  in  each  office  will  be 
trained  for  this,  and  then  lenders. 

We  deal  with  one  side  of  the  house.  We  need  to  find  the  inter- 
national trade  side  of  the  house  for  the  lenders  and  also  give  them 
some  incentives.  And  we  are  about  to  finalize  those.  They  are  not 
final  so  we  cannot  announce  them  today.  We  also  very  honestly 
waited  until  today  to  see  what  we  heard  here  to  see  if  we  may  put 
the  finishing  touches  on  it.  That  will  be  out  this  week. 

Senator  Kerry.  What  do  you  think  in  the  changes  that  you  are 
considering  or  about  to  implement  that  are  underway,  what  will 
have  the  greatest  impact  on  our  businesses  in  your  view;  what 
changes  that  you  are  seeking  to  implement  or  want  to  implement? 

Ms.  Haley.  May  I  answer  that,  Mr.  Chairman?  I  believe  that  for 
small  businesses  especially  it  will  be  the  harmonization  of  the  pro- 
grams of  SBA  and  Ex-Im  Bank.  Before  we  had  two  different  pro- 
grams that  were  actually  supposedly  helping  the  same  market,  but 
now  with  the  harmonization  we  will  have  one  program. 

Senator  Kerry.  I  heard  you  talk  about  the  80  to  90  percent 
change  and  the  100  to  90  percent  change  so  you  bring  them  to- 
gether, but  help  people  here  who  are  not  familiar  to  understand 
specifically  how  this  is  going  to  impact  their  lives. 

Ms.  Fisher.  I  would  love  to  talk  about  this.  The  biggest  impact 
that  is  going  to  be  available  to  the  small  business  exporter  is  direct 
access  to  the  SBA  Office.  It  is  called  a  preliminary  commitment. 

At  the  present  time  if  you  want  to  take  advantage  of  an  SBA 
guarantee,  you  go  to  the  SBA  lender  and  the  lender  then  gives  you 
to  a  broker,  and  many  times  the  bank  will  do  it  themselves.  When 
that  package  is  complete,  it  then  is  sent  to  the  SBA  Office,  and 
they  see  that  all  the  forms  are  correct. 

Now — this  is  going  to  be  the  change — that  exporter  can  come 
with  an  application  direct  to  the  office,  get  a  loan  officer  right 
there,  walk  through,  have  it  put  together  there  and  delivered. 

As  you  know,  trade  finance  or  export  finance  must  be  rapid  and 
it  cannot  be  hinged  on  your  real  estate  and  everything  down  the 
line  that  makes  it  very  bulky  and  difficult  to  put  together.  That  is 
going  to  be  the  biggest  change. 
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Senator  Kerry.  What  would  the  turnaround  time  on  that  be? 

Ms.  Fisher.  It  is  very  hard  to  tell.  It  depends  on  how  complete 
the  package.  Some  small  business  exporters — and  I  am  sure  the 
banks  here  realize  that — will  come  in  with  their  financial  state- 
ments and  their  checkbook.  That  is  it.  Then  that  is  where  you  have 
to  use  your  partners  to  try  to  help  them. 

This  assistance,  by  the  way,  is  probably  going  to  be  the  greatest 
asset  because  that  small  business  exporter  will  turn  into  a  profit- 
able company  not  only  with  the  export  assistance  guarantees  but 
with  the  help  of  how  to  perfect  their  costing,  how  to  perfect  their 
overseas  transactions  and  their  business  practices. 

Senator  Kerry.  Are  there  any  limits  on  the  kinds  of  opportuni- 
ties that  somebody  could  come  in  for? 

Ms.  Fisher.  You  mean  in  dollars  or  product  services? 

Senator  Kerry.  Product  services. 

Ms.  Fisher.  I  would  think  the  only  limits  would  be  the  ones  that 
the  small  business  presently  has  in  what  they  call  opinion  molding 
type  of  businesses;  certain  book  type  of  things  they  do  not  do. 

Ms.  Wolfe.  Actually,  that  is  being  changed  right  now  too. 

Ms.  Fisher.  That  is  being  changed  also,  so  that  is  a  plus  espe- 
cially in  the  entertainment  area  where  you  have  videotapes  and 
you  have  that  type  of  thing  which  could  be  construed  as  opinion 
molding. 

Senator  Kerry.  Now,  if  someone  is  really  starting  from  scratch 
and  they  called  the  SBA  Office,  would  they  automatically  be 
funneled  into  this? 

Ms.  Wolfe.  If  they  are  just  starting  from  scratch,  I  would  think 
they  could  go  to  the  Service  Corps  of  Retired  Executives  and  Small 
Business  Development  Center  first.  They  will  help  them  develop  to 
the  point  they  are  ready  to  export  and  obtain  export  financing. 

Let  me  go  back  for  a  second  on  what  we  were  talking  about  when 
Maria  talked  about  harmonizing.  Unfortunately,  it  may  be  unheard 
of  in  Washington,  but  we  are  literally  merging  our  programs 
together,  so  there  would  be  no  duplication. 

Our  legislative  package  is  on  Capitol  Hill,  and  Ex-Im  is  coming 
down  to  90  percent.  Once  we  harmonize,  starting  October  1,  any 
loan  request  that  is  $750,000  or  less,  which  is  our  limit,  SBA  will 
handle.  They  don't  go  to  Ex-Im.  Anything  over  that  amount  Ex-Im 
will  handle.  There  is  no  duplication. 

We  are  working  together  to  make  it  happen.  It  is  very  exciting. 
We  will  both  benefit  a  lot  from  doing  this. 

Senator  Kerry.  Obviously  there  is  a  legislative  piece  that  needs 
to  be  completed  here.  Assuming  the  best,  when  do  you  anticipate 
that  the  full  measure  of  this  package  will  be  in  place  and  working? 

Ms.  Haley.  Mr.  Chairman,  our  deadline  is  October  1.  We  are 
determined  that  it  will  be  done  by  October  1. 

Senator  Kerry.  Administratively  or  legislatively. 

Ms.  Haley.  Administratively. 

Ms.  Fisher.  I  think  you  are  talking  about  legislatively.  Adminis- 
tratively the  Small  Business  Administration  is  able  to  put  a  polite 
program  in  place.  They  can  begin  functioning  under  that. 

Senator  Kerry.  And  that  is  happening  now? 

Ms.  Fisher.  Yes. 
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Senator  Kerry.  Let  me  open  it  up  to  some  of  our  business  people 
who  are  here  or  anybody  else  to  see  whether  or  not  they  have  any 
questions  of  this  panel.  Yes,  Tom. 

Audience  Member.  I  am  familiar  with  the  Ex-Im  Bank  programs, 
guaranteed  or  working  capital  loan  program.  If  I  understand  what 
Miss  Wolfe  has  said,  you  are  looking  at  four  areas  of  financing:  One 
is  a  working  capital  guarantee  program,  the  revolving  line  of  credit, 
the  international  trade  loan  and  the  7(a)  program;  is  that  correct? 

Ms.  Wolfe.  They  actually  have  those  four  different  names.  Well, 
working  capital  finance  and  export  revolving  line  of  credit  are  the 
same  program.  International  trade  loan  program  is  a  little  bit 
different,  but  basically  the  same,  and  7(a)  will  encompass  all  of  it. 

Senator  Kerry.  Just  a  minute,  Tom,  Irene  wants  to  answer  that. 

Ms.  Fisher.  I  was  just  going  to  say  that  in  this  circumstance, 
there  are  advantages  to  using  the  short-term  working  capital  as  op- 
posed to  the  7(a),  which  is  the  long-term  of  7,  15,  25  years,  and  the 
bankers  know — I'm  not  sure  if  the  exporters  know — if  you  have  a 
series  of  orders  that  you  are  going  to  compete  within  9  months, 
which  has  been  the  average  short  term,  and  you  come  in  and  you 
receive  that  financing  and  the  proceeds  are  directed  to  the  pay 
down  and  the  profits  go  to  the  company. 

Then  you  come  back  in  again  maybe  for  an  additional  support. 
If  you  come  in  for  a  7(a)  loan,  you  are  highly  collateralized;  you  are 
going  to  have  your  assets  in  your  company  and  your  personal  guar- 
antee tied  up  for  a  long  period  of  time.  Through  the  first  cycle  you 
may  be  fine;  but  through  the  second  cycle  you  may  have  some  of 
these  profits  go  into  a  new  truck,  or  something  else,  and  pretty 
soon  you  get  more  orders  and  you  don't  have  the  cash  flow  to 
support  them. 

That  is  the  advantage  of  using  the  short-term  export  working 
capital  program.  It  has  a  lot  of  flexibility  as  opposed  to  the  long- 
term  financing. 

Senator  Kerry.  I  take  it  your  folks  are  going  to  help  guide  and 
make  those  kinds  of  options  available? 

Ms.  Fisher.  Definitely. 

Senator  Kerry.  Tom. 

Audience  Member.  I  wanted  to  know  the  amount  for  the  working 
capital  guarantee.  What's  the  limit  for  SBA? 

Ms.  Wolfe.  It's  $750,000. 

Audience  Member.  Seven  hundred  fifty  thousand;  OK  I  know  at 
Ex-Im  Bank  the  limit  is  much  higher.  So  the  small  business,  I  as- 
sume, would  still  be  able  to  avail  themselves  of  the  Ex-Im  Bank's 
program? 

Ms.  Haley.  Yes. 

Audience  Member.  And  Ex-Im  Bank  would  be  higher;  is  that 
right? 

Ms.  Haley.  Right  now  it  is  100  percent;  but  in  the  effort  of 
harmonization  with  SBA,  we  are  reducing  it  to  90  percent. 

Audience  Member.  Does  that  mean  if  you  need  a  $5  million 
working  capital  loan,  you  get  90  percent. 

Ms.  Haley.  Yes,  sir. 

Audience  Member.  That  could  be  a  gap.  That  is  a  difference  now 
that  could  be  a  negative. 
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Senator  Kerry.  Well,  90  percent  out  of  100  percent  is  a  gap.  The 
theory  is  obviously  to  try  to  pull  them  together  so  that  you  do  not 
have  one  at  80  and  one  at  100. 

If  you  avoid  the  forum  shopping,  you  tend  to  simplify,  also  re- 
quiring a  little  more  of  a  standard  about  the  capacity  of  the  busi- 
ness in  effect  to  at  least  ante  up  something. 

I'd  like  to  know  if  people  here  feel  that  that  is  somehow  an 
enormous  chilling  impact  on  the  ability  to  do  business,  is  it? 

Audience  Member.  Well,  I  have  one  other  question.  For  non- 
small  businesses  with  Ex-Im,  is  the  working  capital  guarantee  still 
100  percent? 

Senator  Kerry.  For  non-small  businesses? 

Audience  Member.  Would  the  working  capital  guarantee  on 
working  capital  loans  still  be  100  percent? 

Ms.  Haley.  No,  it  will  be  90  percent. 

Senator  Kerry.  Part  of  it  is  also,  Tom,  we  have  been  greatly  con- 
cerned within  the  Small  Business  Committee  and  in  reaction  I 
think  to  the  general  public's  concern  about  how  we  spend  the 
taxpayers'  dollars. 

As  you  know,  some  of  the  small  business  programs  have  been 
under  serious  attack  for  the  lack  of  pay  back  capacity  or  the  loose- 
ness of  some  loans  that  have  been  made  in  the  past. 

I  think  that  the  moving  away  from  100  percent  is  understand- 
able in  that  climate.  It  is  an  attempt  to  try  to  get  a  stronger  par- 
ticipation from  companies  themselves  and  also  a  judgment  of  via- 
bility at  the  outset  that  is  sometimes  lacking  when  you  have  100 
percent. 

Ms.  Haley.  We  are  giving  the  banks  delegated  authority.  And 
this  is  a  means  of  having  them  do  due  diligence.  By  giving  a  90- 
percent  guarantee,  we  are  hoping  that  they  would  be  able  to  go  and 
do  some  financial  analysis  that  would  help  us  in 

Senator  Kerry.  A  shared  burden. 

Ms.  Haley.  A  shared  burden. 

Senator  Kerry.  Are  there  any  other  questions  of  this  panel?  Yes, 
in  the  back. 

Audience  Member.  These  programs  seem  to  be  terrific,  but  in  the 
past  many  of  the  banks  haven't  participated  in  some  of  them. 

Senator  Kerry.  That  is  a  good  question.  The  program  has  been 
there,  but  you  go  to  a  bank,  and  the  bank  officer  sits  there  with 
a  big  question  mark  on  his  face. 

Ms.  Wolfe.  What  we  were  saying,  we  are  in  the  process  of 
designing  incentives  to  bring  the  banks  into  the  fold  on  this. 

Senator  Kerry.  What  kind  of  incentives  might  those  be? 

Ms.  Wolfe.  Fees,  interest  rates.  We  are  looking  at  everything. 
As  I  said,  we  expect  to  have  that  finalized  within  the  next  week 
to  10  days. 

Senator  Kerry.  In  conjunction  with  that  question,  maybe  you 
could  share  with  us  what 

Ms.  Wolfe.  If  they  would  tell  us  what  would  be  incentives  to 
lenders,  we  could  take  that  back  and  work  on  it. 

Senator  Kerry.  Do  we  have  any  bankers  present?  Yes,  sir. 

Audience  Member.  I  think  that  one  thing  that  wasn't  too  clear 
about  the  guarantee,  reduction  of  coverage  is  to  the  bank,  so  the 
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bank  participates  on  the — on  cover  10  percent.  And  fundamentally 
to  answer  the  question,  that  is  the  problem. 

The  bank  is  asked  to  participate  in  the  risk  to  a  larger  extent 
than  they  were  under  the  old  working  capital  guarantee  program. 
And  that,  I  think,  is  the  fundamental  problem. 

If  the  deal  was  commercially  viable,  it  might  not  need  the  guar- 
antees at  all.  This  is  where  the  dialog  always  revolves:  Where  does 
the  bank  take  risks? 

Senator  Kerry.  The  third  panel  is  going  to  spend  some  amount 
of  time  on  this,  so  I  do  not  want  to  get  locked  into  it  now. 

Ms.  Fisher.  Maybe  I  had  better  wait  because  I  would  like  to  lock 
into  it.  I  have  to  draw  from  my  previous  experience  and  with  the 
State  program.  And  when  we  first  began  we  had  an  85  percent 
coverage  and  very  little  bank  participation. 

Now,  as  we  began  doing  these  transactions,  the  bank  found  out 
what  good  business  it  was  besides  the  CRA,  besides  the  State  guar- 
antee. Deposits  came  into  that  bank,  CDs  came  in,  and  the  inter- 
national side  of  the  bank  handles  every  document.  Every  time  they 
touched  it,  they  made  some  fee  on  it,  some  income.  They  found  out 
what  good  business  it  was. 

After  about  3  or  4  years,  the  State  has  170  participating  banks 
in  their  program,  35  that  are  very  active.  Each  one  of  the  prelimi- 
nary commitments  that  are  issued  out  of  the  California  Export  Fi- 
nance Office  had  3  or  4  banks  vying  for  it.  They  have  a  97-percent 
conversion  rate  because  it  is  good  Dusiness,  and  you  are  a  team: 
You  are  and  the  bank  and  the  guaranteed  program. 

That  is  why  I  am  so  excited  about  the  SBA.  They  have  68  offices 
out  there.  They  have  relationships  with  banks.  They  are  going  to 
really  bring  this  to  the  forefront. 

And  the  side  of  the  house  that  the  SBA  works  on  is  the  domestic 
side.  Now  we  need  to  reach  the  international  side  and  show  them 
what  good  opportunities  there  are. 

The  incentive  to  the  bank  is  that  we  will  prepare  it,  bring  it  to 
them.  Sometimes  the  small  companies  are  hard  to  work  with.  It 
takes  a  lot  of  time  for  a  bank.  But  when  you  see  the  sales  almost 
double  the  first  year  you  get  a  preshipment  export  guarantee,  that 
is  good  business  for  a  bank.  It  is  just  good  business. 

Audience  Member.  I  am  Mike  Leech  for  Bank  of  Boston.  What 
we  could  say  from  our  experience  working  with  the  SBA  under  the 
Preferred  Lenders  Program,  we  have  had  a  very  good  relationship 
with  the  Boston  office,  and  we  have  become  one  of  the  most  active 
lenders. 

I  think  the  USEAC  model  is  an  exciting  model,  and  I  think  it 
would  have  a  real  place  in  the  Boston  marketplace,  and  it  would 
encourage  all  of  us  to  take  a  real  hard  look  at  how  soon  we  could 
do  that  by  the  efforts  of  Secretary  Larson. 

It  just  seems  to  be  that  concept  of  putting  together  a  powerhouse 
unit  that  could  be  that  accessible  makes  a  lot  of  sense  in  the  long 
run.  We  have  to  open  their  eyes  to  what's  available  internationally. 
They  may  be  mature  companies  but  haven't  looked  at  international 
markets. 

The  USEAC  can  get  that  word  out.  Banks  are  prepared  and 
hopefully  these  amendments  will  increase  our  aptitude  and  ability 
to   work   with  export  trades.   I   think  you  have   to   deal   with   a 
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different  animal  here.  It  is  not  first  time,  and  I  think  we  have  to 
help  that  process. 

Senator  Kerry.  That  is  very  good  input,  very  good  suggestions, 
and  you  certainly  will  have  an  opportunity  to  have  some  input  in 
the  amendment.  Let  me  just  reiterate  as  chairman  of  the  Sub- 
committee dealing  with  this,  I  couldn't  believe  more  strongly  that 
Boston  has  a  huge  claim  on  being  the  fifth  site  in  America.  We  will 
see  what  happens.  Are  there  any  other  questions?  Are  you  going 
to  be  able  to  stay  around? 

Ms.  Haley.  Yes. 

Senator  Kerry.  Then  you  can  be  part  of  the  dialog,  which  is 
what  I  want,  as  we  have  the  other  panels  and  as  we  have  some 
questions  back  and  forth.  I  think  it  will  be  an  interesting  format. 

If  we  could  ask  you  to  change  tables,  and  I  would  invite  Sec- 
retary Gloria  Larson,  Abby  Shapiro,  chairman  and  CEO  of  Inter- 
national Strategies,  and  Richard  Koerner,  president  of  Focus  Inter- 
national, to  come  forward. 

Secretary  Larson,  thank  you  very  much  for  joining  us  today.  Sec- 
retary Larson  has  served  as  secretary  since  August  1993  and  has 
had  a  broad  involvement  in  business  development/business  regu- 
latory issues.  She's  now  primarily  responsible  for  promoting  growth 
and  fostering  employment  here  in  the  State.  We  are  delighted  to 
welcome  you  here  today. 

STATEMENT  OF  GLORIA  CORDES  LARSON,  SECRETARY  OF 
ECONOMIC  AFFAIRS,  COMMONWEALTH  OF  MASSACHUSETTS 

Ms.  Larson.  What  a  wonderful  way  to  kick  off  National  Small 
Business  Week  by  your  leading  this  field  hearing  here  in  Boston. 
And  I  can't  tell  you  how  excited  I  am  to  have  you  name  in  an  open 
hearing  Boston  as  the  next  location  for  one  of  our  Federal  support 
centers. 

Senator  Kerry.  Well,  I  said  "strong  candidate." 

Ms.  Larson.  Just  trying  to  help  out  incrementally  as  best  I  can. 
I  am  absolutely  delighted  to  be  here  this  morning.  I  oversee  busi- 
ness development  for  the  Commonwealth,  both  domestic  growth 
and  certainly  international  trade.  I  am  very  pleased  to  be  here 
today  to  focus  my  attention  on  small  business  exports  for  the  Com- 
monwealth and  to  discuss  very  briefly  a  couple  of  thoughts  that  I 
have  on  export  financing  as  well. 

I  was  delighted  to  learn  of  the  TPCC's  National  Export  Strategy 
because  it  dovetails  so  well  with  what  we  are  trying  to  do  in 
Massachusetts. 

In  1993,  Massachusetts  exported  over  $12  billion  worth  of  goods, 
and  that  doesn't  even  include  exports  of  services  like  computer  soft- 
ware. That  is  an  area  where  we  are  growing  leaps  and  bounds.  And 
if  you  add  that  to  our  total  exports,  we  are  doing  just  swell  in  New 
England. 

We  know  that  we  are,  in  Massachusetts,  responsible  for  about 
half  of  the  exports  in  the  New  England  area.  And,  of  course,  this 
builds  jobs  for  the  Commonwealth. 

If  you  use  the  Department  of  Commerce's  numbers  of  $50,000 
worth  of  exporting  equals  one  job,  we  have  almost  250,000  jobs 
that  are  directly  attributable  to  export  growth  and  business  in 
Massachusetts. 
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Of  course,  since  over  90  percent  of  the  country's  exports  are  com- 
ing from  small  business,  the  link  for  international  trade  and  small 
business  is  only  one  that  is  going  to  grow  additionally  in  the  fu- 
ture. 

For  Massachusetts  it  is  particularly  important.  Literally  the 
whole  backbone  of  our  future  growth  in  the  next  decade  is  in  the 
small  and  medium-sized  business  categories.  And  for  us  with  our 
leading  edge  technology,  both  in  the  product  area  and  the  produc- 
tion techniques  we  use  in  Massachusetts  to  develop  our  services,  it 
is  especially  important  for  us  to  focus  on  the  small  business  export. 
It  is,  in  fact,  in  the  international  market  for  us  to  grow  those 
services. 

Let  me  mention  a  little  bit  what  it  is  the  small  and  medium-sized 
business  community  in  Massachusetts  needs  to  grow  its  exports. 
Companies  really  need  some  nontraditional  types  of  assistance 
from  the  State  and  the  Federal  Government.  They  need  market 
identification;  they  need  distribution  network  information;  they 
need  to  know  about  foreign  regulatory  policy;  and,  in  fact,  they 
need  to  know  about  export  financing  options. 

For  some  time  now  in  Massachusetts  we  have  had  several  dif- 
ferent agencies  that  have  been  providing  assistance  to  new-to-ex- 
port businesses,  but  at  present  that  kind  of  information  is  available 
on  a  catch  as  catch  can,  almost  crazy  quilt  basis. 

We  all  know  how  important  it  is  to  get  this  information  into  the 
hands  of  the  business  community  who  do  not  know  directly  where 
to  go  for  the  best  kind  of  assistance.  What  we  have  needed  for  a 
long  time  is  one  localized  one-stop  shop. 

Today  I  am  very  happy  to  announce  the  opening  of  our  Massa- 
chusetts Export  Center  right  here  at  the  World  Trade  Center,  and 
I  will  point  out,  directlv  adjacent  to  the  Boston  Department  of 
Commerce.  I  understand  they  even  have  linking  doors  inside  the 
offices  to  make  it  very  easy  for  us  to  make  those  referrals  directly. 

Let  me  tell  you  briefly  what  we  intend  to  do  with  our  Export 
Center.  It  is  a  cooperative  effort  with  Massport,  my  own  office,  and 
it  is  also  a  direct  partnership  with  the  Massachusetts  Small  Busi- 
ness Development  Center,  my  own  office  of  business  development, 
and  the  Massachusetts  Industrial  Finance  Agency. 

We  have  representatives  from  these  different  agencies  who  are 
helping  in  different  capacities  small  and  medium-sized  businesses 
now  directly  located  within  this  office. 

We  have  an  800  number,  and  we'd  like  to  think  that  we  are  now 
going  to  be  able  to  offer  two  kinds  of  direct  assistance;  one  is  going 
to  get  immediate  and  efficient  assistance  about  the  types  of  specific 
programs  that  are  available  and,  second,  to  be  able  to  link  up  di- 
rectly in  a  tailor-made  fashion  the  business's  needs  to  a  particular 
agency,  whether  it  be  a  State  or  a  Federal  agency,  that  can  provide 
that  direct  assistance.  We  can  also  continue  to  provide  the  ongoing 
linkage  between  these  specific  agencies  and  our  own  customers. 

The  Export  Center,  we  think,  is  a  sum  of  more  than  its  individ- 
ual parts.  It  is  a  genuine  one-stop  center  that  allows  people  to  have 
a  single  point  of  entry  into  everything  that  is  available  within  the 
Commonwealth  to  help  them  learn  to  export. 

This  involves  export  counseling,  export  training  programs  and 
conferences,  market  research  that  they  need — we  use  the  MISER 
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program  with  the  University  of  Massachusetts  as  well  as  the  Na- 
tional Trade  Data  Bank  information  that  is  available  through  the 
U.S.  Department  of  Commerce — we  can  also  give  them  sort  of  a 
market  research,  statistics,  and  trade  leads  through  those  re- 
sources and  trade  mission  and  trade  show  information.  That  is  also 
available.  , 

Another  program  that  will  be  linking  them  directly  to  but  that 
is  a  direct  spinoff  of  this  is  our  ongoing  Partners  for  Trade  program 
in  which  we  offer  training  programs  tailor-made  for  new-to-export 
businesses  and  the  experienced  exporters  who  need  additional 
experience. 

This  program  was  started  a  couple  of  years  ago.  It  started  out 
with  a  couple  of  hundred  companies  participating.  We  expect  this 
year  we  will  have  almost  a  thousand  participants  in  our  program. 
Clearly  the  interest  is  there  on  the  part  of  the  small  and  medium- 
sized  business  community. 

In  addition,  we  continue  to,  on  the  part  of  Governor  Weld  and 
Lt.  Governor  Cellucci,  focus  on  and  have  led  numerous  trade  mis- 
sions. The  Governor  and  Lt.  Governor  have  directly  traveled  with 
groups  of  companies  from  the  Commonwealth  to  opening  markets 
around  the  world.  This  is  the  way  to  go.  It  is  one  of  the  best  ways 
to  open  additional  access  to  small  and  medium-sized  companies. 

Certainly  we  take  the  Gillettes,  the  Raytheons,  the  Banks  of  Bos- 
ton, the  DECs  with  us,  and  in  many  cases  there  are  sponsors  for 
these  programs,  but  the  couple  of  hundred  companies  who  were  ac- 
companied on  12  trade  missions  since  1991  are  by-and-large  made 
up  of  small-  and  medium-sized  companies  who  are  just  beginning 
to  access  the  market  that  we  take  them  to  or  want  to  grow  in  those 
markets.  They've  shown  huge  profits. 

The  other  kinds  of  programs  that  will  have  a  direct  link  are  ex- 
port financing,  overseas  market  research,  trade  shows,  and  assist- 
ance for  our  network  of  overseas  offices. 

Many  of  our  new-to-market  exporters  find  that  they  do  have 
problems  getting  through  bank  lending  programs.  It  is  tough  to  get 
that  kind  of  start-up  capital  with  international  contracts  and  with- 
out a  base  of  prior  experience  exporting  and  a  prior  experience  with 
a  particular  bank  in  doing  exporting. 

We  have  now  a  State  loan  guarantee  program  in  place.  The  Mas- 
sachusetts Industrial  Finance  Agency  runs  that  program.  Last  year 
the  Legislature  authorized  $3  million  to  help  us  with  export  loan 
guarantees.  To  date  it  has  had  a  bit  of  a  slow  start.  We  have  been 
able  to  guarantee  $665,000  in  loan  guarantees  that  provided 
$950,000  of  working  capital. 

We  are  about,  at  the  end  of  this  month,  to  announce  affiliation 
with  a  well-known  State  bank  to  start  what  we  will  call  a  Preferred 
Lenders  Program.  We  think  by  having  a  set  of  preestablished  cri- 
teria in  place  for  the  lender  and  by  working  with  a  specific  lender 
who  has  a  wide  access  to  foreign  markets  would  help  us  generate 
more  loans. 

We  are  working  very  closely  with  our  Federal  counterparts 
through  our  new  Massachusetts  Export  Center.  Certainly  the 
Commerce  Department  has  been  with  us  every  step  of  the  way,  and 
we  intend  to  have  very  close  coordination  to  benefit  our  activities. 
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If  you'll  permit  me,  I'd  like  to  address  where  I  think  we  will  be 
able  to  expand  our  capacities  through  our  one-stop  shop,  particu- 
larly as  we  look  forward  to  having  a  Federal  one-stop  shop. 

First  of  all,  in  listening  to  the  discussion  about  SBA  loan  pro- 
grams and  knowing  now  that  the  Ex-Im  Bank  and  SBA  are  going 
to  divvy  up  the  potential  customer  base  between  sort  of  the  bigger 
loans— ^750,000  and  up — and  the  smaller  loans — less  than 
$750,000— our  focus  has  been  on  $500,000  or  less— the  $100,000  to 
$350,000  range.  It  might  be  helpful  if  there  was  a  way  to  dovetail 
the  export  funds  in  a  meaningful  way. 

If  we  could  have  coordinated  lending,  even  have  a  share  the  loan 
guarantees  on  a  50/50  basis  for  particular  loans,  that  may  be  a 
good  way  of  expanding  both  of  our  bases.  We  see  every  day  the 
types  of  customers  that  are  tailor-made  for  this  type  of  program. 

Second,  in  terms  of  generating  the  kinds  of  data  that  we  need  for 
our  companies  to  do  well,  we  are  supporting  legislation  for  the  Uni- 
versity of  Massachusetts  right  now  in  the  Massachusetts  Legisla- 
ture to  set  up  a  center  for  the  study  of  the  Massachusetts'  economy. 
It  has  a  broad-based  reach,  but  we  certainly  intend  to  see  them 
also  generate  a  lot  of  additional  information  on  exports  than  we 
currently  have  in  Massachusetts. 

We  need  better  information  than  we  currently  have,  much  more 
up-to-date  information  on  reverse  investement  in  Massachusetts. 

Certainly  you  could  be  hugely  helpful  to  us  in  helping  to  gen- 
erate better  data  on  service  exports.  That  is  clearly  one  of  our  best 
opportunities  and  will  only  grow  in  the  future.  I  know  the  Depart- 
ment of  Commerce  has  begun  to  take  this  on,  but  our  inability  to 
access  that  kind  of  information  at  this  point  has  been  problematical 
for  us. 

The  third  thing  is  a  direct  tie-in  with  the  city  of  Boston.  Mayor 
Menino  has  met  with  folks  on  my  staff  on  both  exports  and  reverse 
investment  activities  centered  here  in  Boston  specifically,  and  I 
would  certainly  want  to  see  anything  that  you  all  do  at  the  Federal 
level  tied  directly  with  the  city  of  Boston. 

And,  finally,  anything  that  we  can  do  together  to  make  our  one- 
stop  shop  work  most  effectively  with  any  future  one-stop  shop  here 
I  think  is  all  to  the  good.  It  is  really  a  perfect  opportunity  to  define 
collectively  what  our  resources  are  and  what  our  agenda  going 
forward  is  and  global  opportunities  for  our  companies. 

With  that,  I  think  I  will  conclude  and  allow  the  other  panelists 
to  speak;  and,  in  fact,  I  will  be  happy  to  answer  any  questions. 

[The  prepared  statement  of  Ms.  Larson  follows:] 

Prepared  Statement  of  Gloria  Cordes  Larson,  Secretary  of  Economic 
Affairs,  Commonwealth  of  Massachusetts 

Good  morning,  I  am  Gloria  Larson,  Secretary  of  Economic  Affairs,  and  in  that  ca- 
pacity, I  oversee  business  development  in  Massachusetts,  both  domestically  and 
internationally.  It  is  a  pleasure  to  be  here  today  to  testify  on  small  business  exports 
and  export  finance.  , 

In  1993,  Massachusetts  exported  over  $12  billion  worth  of  goods,  and  that  doesnt 
even  include  exports  of  services  such  as  computer  software  in  which  Massachusetts 
is  particularly  strong.  Since  it  has  been  determined  that  $50,000  in  exports  gen- 
erates one  job,  exports  account  for  just  under  a  quarter  of  a  million  jobs  for  this 
State.  Since  over  90  percent  of  the  country's  exporters  are  small  businesses,  the  link 
between  small  business  and  international  trade  is  a  vital  one. 

In  my  conversations  with  members  of  the  business  community,  I  have  come  to  un- 
derstand that  the  big  difference  between  small  business  exporters  and  those  who 
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stop  at  water's  edge  is  knowledge  of  and  experience  in  the  global  marketplace.  What 
new-to-export  companies  need  is  a  helping  hand  with  non-traditional  issues  like: 

•  Market  identification, 

•  distribution  networks, 

•  foreign  regulatory  policy, 

•  export  finance. 

For  some  time,  several  agencies  in  Massachusetts  have  been  working  independ- 
ently to  assist  the  ^new-to-export"  medium  and  smaller  companies  in  New  England. 
Although  each  agency  has  valuable  information  and  assistance  for  these  exporters, 
each  agency,  rightly,  plays  a  different  role,  and  specializes  in  a  different  core  func- 
tion in  export  promotion.  It  became  clear  that  inquiries  could  be  more  efficiently 
handled  by  providing  a  clearing  house  for  general  information  from  one  localized 
office — a  one-stop  shop. 

•  Today  we  are  happy  to  announce  the  opening  of  the  Massachusetts  Export 
Center,  which  is  located  here  in  the  World  Trade  Center  and,  by  the  way,  is 
adjacent  to  the  Department  of  Commerce,  Boston  office. 

•  The  Massachusetts  Export  Center  is  a  cooperative  effort  of  the  Massachu- 
setts Office  of  International  Trade  and  Investment,  the  Massachusetts  Port 
Authority,  the  Massachusetts  Small  Business  Development  Center,  the 
Massachusetts  Industrial  Finance  Agency  and  the  Massachusetts  Office  of  Busi- 
ness Development. 

•  The  Export  Center  is  staffed  with  representatives  from  some  of  the  con- 
stituent agencies  and  are  highly  trained  is  answering  basic  questions.  However, 
if  a  company  needs  a  specific  service  provided  by  one  of  the  State  agencies,  the 
company  will  be  contacted  by  a  member  of  that  staff  for  special  counseling. 
Thus,  the  advantages  are  two-fold — the  business  person,  or  "customer"  as  we 
like  to  think  of  him  or  her,  gets  immediate  and  efficient  access;  the  constituent 
agencies  are  able  to  better  serve  the  public  because  they  can  focus  more  on 
questions  properly  within  their  purview. 

•  The  Export  Center  is  more  than  the  sum  of  its  parts.  It  is  a  genuine  one- 
stop  shop  which  will  provide  small  and  medium-sized  businesses  with  a  single 
point  of  entry  to  a  wide  range  of  export  assistance  services  provided  by  the 
Commonwealth,  including: 

•  export  counseling, 

•  export  training  programs  and  conferences, 

•  market  research, 

•  statistics  and  trade  leads, 

•  trade  mission  and  trade  show  information. 

•  Another  program  designed  to  assist  small  business  exporters  in  Massachu- 
setts is  our  Partners  for  Trade  export  training  series.  Partners  for  Trade  briefs 
small  and  mid-sized  companies  on  the  key  issues  necessary  to  begin  exporting 
or  to  improve  their  current  export  strategy. 

•  Governor  Weld  and  Lt.  Governor  Cellucci  have  led  numerous  trade  missions 
to  emerging  markets  around  the  world.  The  Governor's  and  Lt.  Governor's  lead- 
ership and  endorsement  have  been  of  tremendous  benefit  to  the  small  busi- 
nesses that  have  traveled  with  them. 

•  Other  small  business  export  programs  in  Massachusetts  include  an  export 
financing  fund,  overseas  market  research,  trade  shows,  and  assistance  for  our 
network  of  overseas  offices.     .. 

•  In  Massachusetts,  we  are  working  closely  with  our  Federal  counterparts  in 
the  establishment  of  the  Massachusetts  Export  Center.  You  can  be  sure  that 
with  the  close  proximity  of  the  Export  Center  and  the  Department  of 
Commerce,  Boston,  information  and  assistance  will  be  coordinated. 

Senator  Kerry,  we  in  Massachusetts  look  forward  to  working  closely  with  you  and 
the  Federal  Government  to  make  our  "one-stop  shops"  successful  in  increasing 
exports  for  our  businesses. 

Senator  Kerry.  Thank  you,  Madame  Secretary.  Abby  Shapiro  is 
the  chairman  and  chief  executive  officer  of  a  Boston  based  company 
which  has  developed  a  24-hour  hot  line  capacity  for  facts  retrieval 
for  international  opportunities.  She  comes  with  great  experience 
and  background  in  international  trade,  and  we  are  delighted  to 
have  you  here  with  us.  Thank  you. 
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STATEMENT  BY  ABBY  SHAPIRO,  CHAIRMAN  AND  CHffiF 
EXECUTIVE  OFFICER,  INTERNATIONAL  STRATEGffiS,  INC. 

Ms.  Shapiro.  Thank  you,  Senator.  I  was  delighted  to  have  been 
asked  to  speak  this  morning.  I  have  prepared  my  remarks  and 
hope  to  enter  them  into  the  record.  I  appreciated  listening  to  the 
effort  undertaken  by  the  various  agencies  to  try  to  centralize  and 
coordinate  their  activity  and  make  it  more  meaningful  and  more 
useful  for  the  business  community. 

Congratulations  to  you,  Madame  Secretary.  It  is  very  exciting  to 
hear  that  there  is  going  to  be  a  one-stop  snop  here  in  Massachu- 
setts. The  one-stop  shop  concept  is  a  very  exciting  one  for  the 
Nation  as  well  as  Massachusetts. 

I'd  like  to,  if  I  might,  put  my  remarks  in  context.  If  you'll  forgive 
me,  the  trees  are  blooming,  and  I  have  wonderful  allergies,  so  I 
sound  a  little  gravelly. 

The  need  to  know  is  really  the  key  component  of  everything  you 
are  talking  about  this  morning.  The  need  to  do  is  the  part  of  the 
government's.  The  need  to  know  is  your  part  as  well  to  let  the  com- 
panies out  there  know  what  it  is  you  are  doing  and  all  the  good 
programs  that  are  available.  And  that  has  been  one  of  the  most  dif- 
ficult and  most  costly  and  least  tangible  expenses  that  government 
has  had  to  deal  with. 

So  it  was  in  that  context  that  a  small  company  in  Massachusetts 
started  a  program  that  is  one  I  am  going  to  talk  to  you  about 
today.  The  program  was  created  to  take  a  look  at  the  information 
that  is  available — and  at  the  time  in  1989,  it  was  before  there  was 
a  National  Trade  Data  Bank — and  what  was  getting  out  to  the 
Federal  Government  was  not  getting  out  to  the  business 
community. 

So  with  that  as  the  context,  what  we  have  done  as  a  company 
I  hope  will  be  helpful  to  the  deliberation  because  I  think  that  infor- 
mation dissemination  is  as  critical  as  any  of  the  programs  that  you 
put  together.  If  you  do  not  tell  people  wnat  we're  doing,  they  have 
no  way  to  know. 

On  September  30,  1993,  the  Trade  Promotion  Coordinating  Com- 
mittee sent  its  report  to  Congress.  The  report  outlines  over  60  spe- 
cific actions  to  be  taken  with  a  goal  of  creating  6  million  new  jobs 
by  the  year  2000  as  a  direct  consequence  of  the  innovations  of  the 
National  Export  Strategy.  At  the  U.S.  Commerce  Department's  ac- 
cepted ratio  or  20,000  per  $1  billion  of  exports,  this  translates  into 
a  goal  of  increasing  our  national  exports  by  $300  billion  over  the 
next  6  years. 

The  goals  are  ambitious,  but  achievable.  After  all,  American 
businesses  increased  exporting  by  $194  billion  from  1987  to  1992 
creating  nearly  3.9  million  jobs. 

To  accomplish  these  goals,  however,  the  National  Export  Strat- 
egy will  have  to  provide  services  for  three  distinct  groups  of  Amer- 
ican businesses:  One,  the  largest  and  most  sophisticated  exporters, 
where  the  top  2,000  account  for  84  percent  and  the  top  10,000  ac- 
count for  96  percent  of  all  our  exports — I  think  that's  really,  I  find, 
a  shocking  figure — the  90,000  other  exporters  that  account  for  the 
remaining  4  percent  of  exports;  and  then,  finally,  that  group  of  3.9 
million  companies  that  could  export  but  never  have. 
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One  of  the  things  that  we  do  not  have  in  this  country  is  an  ex- 
port mentality.  Our  market  is  a  disincentive  for  that;  our  govern- 
ment in  many  cases  has  been  a  disincentive  for  that,  concentrating 
its  effort  on  only  the  very  largest  companies  where,  in  fact,  the  big- 
gest bang  for  the  buck  occurs,  but  the  fastest  growth  in  our  country 
is  coming  from  small  business.  In  order  for  them  to  grow,  they 
must  be  brought  in  the  export  arena.  So  that  3.9  million  companies 
must  be  served.  And  how  to  do  that  in  a  cost  effective  way  is  very, 
very  difficult. 

Reducing  export  controls  and  increasing  access  to  export  financ- 
ing are  critical  objectives  to  improving  U.S.  companies  ability  to 
compete  abroad.  Expansion  requires  tnat  these  two  areas  be  ad- 
dressed aggressively.  And  I  am  delighted  to  know  that  they  are.  In 
fact,  they  are  the  two  areas  that  have  first  been  addressed  with 
regard  to  the  TPCC's  recommendations. 

However,  we  must  bring  new  companies  into  international  trade 
and  expand  into  more  markets.  We  must  build  into  the  American 
business  mindset  that  international  business  is  a  key  component  to 
long-term  survival.  We  must  also  provide  the  necessary  tools  for 
these  companies  that  do  not  now  export  regularly. 

The  first  barrier  to  increased  exports  is  information.  The  issues 
here  are  relatively  straight  forward.  Companies  need  better  infor- 
mation to  explore  new  markets.  Whether  it  is  finding  partners,  pro- 
curement notices,  trade  shows,  trade  seminars  and/or  finance 
programs,  companies  have  serious  informational  needs. 

The  U.S.  Federal  Government  spends  billions  of  dollars  collecting 
information  from  overseas  markets.  Much  of  the  information 
collected  has  direct  value  to  American  businesses. 

The  problems  of  determining  what  information  is  most  needed 
and  how  to  distribute  it  to  U.S.  companies  has  never  been  success- 
fully resolved.  Is  the  information  collected  or,  rather,  is  the  infor- 
mation collected  by  a  variety  of  Federal  agencies  of  direct  relevance 
to  the  business  community?  Is  it  practical?  Is  it  useful?  Is  it  user 
friendly?  And  how  can  the  Federal  Government  get  the  data  it 
collects  into  the  hands  of  the  business  people  when  they  need  it? 

There  have  been  numerous  failed  attempts  by  the  Federal  Gov- 
ernment to  solve  these  problems.  However,  with  the  passage  of  the 
Omnibus  Trade  and  Competitiveness  Act  of  1988,  Congress  did 
complete  the  data  bank.  It  is  a  CD-ROM  containing  all  government 
international  information  that  it  collects  from  19  different  agencies. 

If  agencies  still  do  not  put  their  information  on  it,  Value  Added 
Resellers,  or  VARs,  like  our  company  from  the  private  sector,  were 
supposed  to  take  responsibility  for  the  distribution  of  that 
information. 

It  was,  in  fact,  a  wholesale  product  which  was  meant  to  be  given 
to  facilitate  export  counseling  within  certain  centers  at  the  Federal 
Government.  And  it  was  to  be  provided  to  companies  like  our — pri- 
vate companies — to  get  it  into  the  public/private  sector  and  in  effect 
make  a  business  out  of  it  if  we  could.  But  the  overriding  aspect  or 
the  overriding  piece  of  putting  this  together  was  to  take  that  infor- 
mation as  a  wholesale  product,  retool  it,  and  get  it  into  the  private 
sector. 

The  Federal  Government,  if  that  were  the  case,  could  now  con- 
centrate on  what  it  does  best:  The  collection  and  analysis  of  infor- 
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mation  for  business  application.  No  longer  should  the  government 
have  to  worry  about  how  the  information  found  its  way  to  the  com- 
panies because  the  marketplace  should  solve  the  dissemination 
problem. 

We  are,  after  all,  in  the  Information  Age;  and  people  want  that 
information.  And  collecting  that  information  is  what  government 
does  best.  Getting  it  into  the  market  is  what  it  does  worst.  And  it 
is  the  most  expensive  aspect  of  the  job  because  promotion  and  mar- 
keting, as  you  well  know,  is  only  effective  when  it  is  done  in  a  sus- 
tained way  and  you  are  talking  about  mass  marketing.  Some  of  it 
is  targeted  marketing,  but  most  of  it  is  mass  marketing. 

Since  then,  however,  the  Federal  Government  has  developed  a 
variety  of  on-line  and  fax  services  with  different  information  prod- 
ucts from  different  agencies  with  a  wide  assortment  of  800  num- 
bers for  promotion. 

So  although  the  Federal  Government  has  been  making  impres- 
sive strides  to  improve  the  quality  of  the  information  it  collects  and 
the  speed  with  which  it  makes  it  available  to  businesses,  it  contin- 
ues to  develop  a  plethora  of  information  services  from  a  wide  as- 
sortment of  agencies. 

The  idea  of  creating  one-stop  shops  is  an  excellent  idea  if,  in  fact, 
that  information  actually  can  be  pulled  together  in  one  place.  The 
big  problem  remains:  How  are  you  going  to  tell  the  American 
people  that  it  is  there? 

The  reason  that  I  have  come  here  today  really  is  to  talk  about 
having  the  Federal  Government  take  a  look  beyond  its  own  re- 
sources as  to  who  is  already  in  the  market  from  the  private  sector 
and  begin  to  incorporate  a  dissemination  vehicle  where  information 
has  gotten  out  to  the  public  at  no  cost  to  the  Federal  Government 
and  find  its  way  into  the  private  sector. 

Let  me  describe  one  such  activity  because  I  think  it  is  of  interest 
particularly,  Senator,  because  it  began  in  Massachusetts.  The  Ex- 
port Hotline,  which  is,  in  fact,  a  1-800  number,  was  developed  in 
1990  in  Massachusetts  with  three  goals:  To  eliminate  access  to  in- 
formation as  a  barrier  to  U.S.  companies;  to  put  customized,  prac- 
tical information  on  the  desks  of  any  business  person  whenever 
they  need  it  for  free;  and  to  identify  public  and  private  services 
that  provide  follow-up  assistance  in  counseling,  marketing,  regu- 
latory, and  financing  to  complete  an  international  sale. 

The  goal  of  the  hotline  is  simple  and  it  is  ambitious:  To  provide 
the  same  level  of  support  to  U.S.  companies  as  is  offered  by  Japa- 
nese trading  companies  and  the  German  banks  to  their  companies. 

It  all  begins  with  information.  Through  our  research  and  experi- 
ence it  became  clear  that  companies  were  frustrated  with  the  Fed- 
eral Government.  Companies  hesitated  to  export.  Now  we  have  the 
hotline  to  fill  the  need.  We  get  a  thousand  calls  a  day  from  compa- 
nies across  the  Nation.  And  it  began  as  a  very  small  pilot  program 
here  in  Massachusetts. 

We  provided  customized  information  on  an  automated  program. 
It  is  available  24  hours  a  day,  7  days  a  week,  for  free,  instant  ac- 
cess to  information  in  nearly  80  countries  and  50  industries  with 
the  ability  to  find  partners,  contact  government  programs,  et 
cetera. 
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It  is,  in  fact,  a  one-stop  shop  that  already  exists  for  the  dissemi- 
nation of  information.  It  is  not  counseling.  It  is  not  designed  to  be 
a  counseling  service.  It  is  not  designed  to  hand  hold  the  company. 
It  is,  however,  to  inform  the  general  public  and  give  them  a  basic 
level  of  information. 

As  far  as  I  know,  we  are  the  only  company  in  the  country  that 
is  doing  this  in  this  manner:  Working  with  private  sponsors  that 
underwrite  the  service  to  keep  it  free  to  the  American  business 
community.  It's  a  unique  model  and  one  that  should  probably  be 
replicated  because  there  are  more  than  enough  people  to  use  it 
across  the  country. 

We  launched  it  in  1992  nationwide;  and  we  use  the  fax  machine 
to  disseminate  the  information  24  hours  a  day,  7  days  a  week.  It 
is,  in  fact,  a  unique  facts  service,  and  it  is  a  partnership  between 
private  business  and  the  U.S.  Government. 

Sponsored  and  financed  by  private  companies  led  by  mega  com- 
panies, if  you  will — AT&T,  Business  Week,  Peat  Marwick  and  oth- 
ers— the  service  was  developed  in  cooperation  with  the  U.S.  De- 
partment of  Commerce  whose  logo  actually  appears  on  the  front  of 
our  brochures.  They  do  not  endorse  it;  they  do  not  provide  any 
money  for  it.  They  provide  their  logo  as  a  stamp  of  good  house- 
keeping. And  we  nope  to  get  their  information  into  trie  market- 
place. 

Providing  companies  with  basic  international  information,  cus- 
tomized to  their  request,  and  accessible  from  any  fax  machine  is 
what  the  Export  Hotline  is  about. 

Today  we  have  helped  over  30,000  companies  and  handled  nearly 
500,000  inquiries.  At  no  expense  to  the  government  or  the  users, 
the  Export  Hotline  has  become  the  largest  fax  retrieval  service  in 
the  country. 

We  have  over  2,000  country/industry  specific  market  research  re- 
ports and  special  documents.  We  have  NAFTA  reports,  EC  docu- 
ments, government  assistance  programs.  And  we  take  our  informa- 
tion from  over  100  different  sources,  but  as  a  private  company  we 
are  able  to  gather  information  from  a  wide  variety  of  sources,  all 
of  whom  provide  the  information  at  no  costs  because  we  do  what 
private  business  must  do,  which  is  to  say  thank  you  XXX,  we  ap- 
preciate it,  and  we  will  credit  you  in  our  database  for  having  given 
us  the  information.  We  give,  if  you  will,  a  little  promotion  the  way 
a  library  would.  As  a  result,  the  information  continues  to  grow  on 
this  database. 

We  do  not,  by  the  way,  see  ourselves  in  competition  with  the 
NTDB.  And  I  think  programs  like  the  one  we  run,  in  fact,  benefit 
the  one-stop  shops.  We  would  like  the  opportunity  actually  to  work 
more  closely  with  them  so  we  could  make  our  information  available 
through  your  shops  as  it  is  currently  made  available  through  direct 
marketing  of  our  corporate  sponsors. 

Who  uses  the  hotline?  I  think  I  have  mentioned  it  to  you,  but 
over  30,000  companies.  They  range  from  companies  who  have 
never  exported  to  companies  very  experienced  in  exporting.  Callers 
average  12.5  requests. 

We  nave  established  a  dialog  with  these  business  owners  and,  in 
fact,  we  survey  them  quarterly.  The  information  from  those  surveys 
goes  back  to  Commerce,  so  we  can  give  them  feedback  on  the  kind 
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of  information,  the  documents  that  are  getting  the  greatest  use  and 
feedback,  what  the  business  owners  actually  feel,  if  the  information 
is  helpful  them. 

There  is  an  even  distribution  among  manufacturers,  agents/dis- 
tributors and  service  companies.  We  do  not  have  a  clue  as  to  what 
kind  of  exporting  is  really  going  on;  we  cannot  quantify  it  yet.  We 
know  it  is  there.  A  third  of  our  callers  are  service  companies.  That, 
we  know,  is  a  big  portion  of  those  companies  looking  to  get  into  the 
action,  if  you  will.  Sixty  percent  of  our  companies  have  sales  under 
$1  million. 

Honestly,  Senator,  these  are  not  good  candidates  for  any  finance 

f urogram.  This  is  a  problem.  They  are  small  companies.  They  would 
ike  to  learn  more.  They  would  like  to  be  able  to  get  into  the  sales, 
but  they  really  need  hand  holding.  At  some  point  these  companies 
are  either  going  to  have  to  be  addressed,  or  we  are  going  to  have 
to  agree  almost  to  ignore  them. 

They  are  either  going  to  grow  to  a  point  where  they  become  in- 
teresting— and  in  many  ways  the  hotline  does  that.  It  creates  a 
more  informed  consumer  base,  so  government  does  not  have  to  ba- 
sically deal  with  those  companies  under  $1  million  a  year. 

What  we  find  is  that  the  people  who  cal  our  hotline  are  the  own- 
ers and  presidents  and  CEOs  of  these  companies  because  that  is 
who  gets  the  information  in  small  companies.  Most  of  our  calls 
come  from  people  in  management  positions. 

Ten  percent  of  our  calls,  which  is  a  fair  amount,  come  from  com- 
panies with  over  $100  million  in  sales.  They  are  using  the  hotline 
as  well.  Most  of  our  users  have  never  exported.  They  are  looking 
for  information,  looking  to  get  started. 

So  what  are  the  conclusions  to  really  finish  off  my  comments  this 
morning?  The  tasks  faced  by  Ex-Im,  SBA,  State  trade  offices  are 
significant  and  they  are  awesome  because  every  exporter  has  a  dif- 
ferent problem.  Everyone  needs  hand  holding,  but  the  dissemina- 
tion of  basic  information  ought  not  to  be  where  the  Federal  Govern- 
ment is  spending  its  time  and  its  energy.  That  was  the  reason  the 
NTDB  was  created. 

Government  must  know  better  who  the  customers  are.  They 
must  know  what  they  want.  They  must  know  the  kind  of  services 
they  should  provide.  They  must  take  a  look  at  what  is  already 
being  provided  in  the  market  and  not  duplicate  those  services. 

To  successfully  close  that  loop  and  ensure  success,  I  believe  the 
one-stop  shop  is  already  too  limited  to  be  able  to  reach  national 
coverage  for  the  dissemination  of  information  about  those 
programs. 

When  companies  are  prepared  to  provide  that  support,  there 
should  be  ways  to  get  information  out  to  the  business  community 
at  great  length.  And  its  at  great  expense,  but  the  government 
needs  to  take  a  look  at  the  private  sector  whether  it  is  trade  asso- 
ciations, private  organizations.  There  are  a  plethora  of  agencies 
prepared  to  get  information  out  about  the  programs  that  are 
available. 

This  is  really  the  time  to  extend  that  working  partnership.  I  am 
delighted  to  have  been  brought  here  this  morning  to  give  you  a 
bird  s  eye  view  of  one  company  that  is  trying  to  do  that.  I'd  be 
happy  to  answer  any  questions  anybody  may  have.  And  I  would 
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really  like  to  make  the  offer  that  the  Export  Hotline  would  be  de- 
lighted at  no  cost  to  government  to  work  with  you,  to  include  our 
information  in  your  one-stop  shops,  for  you  to  evaluate  its  effective- 
ness. We  currently  do  demonstrations  of  the  hotline  at  trade  shows 
with  Commerce,  who  consider  us  to  be  a  partner.  We'd  really  like 
to  extend  that  offer,  and  we  would  be  happy  to  be  a  partner  with 
government. 

[The  prepared  statement  of  Ms.  Shapiro  follows:] 

Prepared  Statement  of  Abby  Shapiro,  Chairman  and  Chief  Executive  Officer, 
International  Strategies,  Inc. 

On  September  30,  1993,  the  Trade  Promotion  Coordinating  Committee  (TPCC) 
sent  its  report,  "Towards  a  National  Export  Strategy"  to  Congress.  The  report  states 
that  "it  is  the  product  of  an  intensive  6  month  collaboration  among  the  19  Federal 
agencies  in  the  TPCC,  plus  the  National  Security  Council  (NSC)  and  the  National 
Economic  Council.  More  than  2,000  representatives  from  small,  medium  and  large 
businesses,  trade  associations,  academia,  private  sector  export  providers,  labor 
unions,  and  State  and  local  governments  provided  valuable  ideas  and  recommenda- 
tions." 

The  report  outlines  over  60  specific  actions  to  be  taken  with  a  goal  of  creating 
6  million  new  jobs  by  the  year  2000  as  a  direct  consequence  of  the  innovations  of 
the  National  Export  Strategy.  At  the  U.S.  Department  of  Commerce's  accepted  ratio 
of  20,000  jobs  per  $1  billion  of  exports,  this  translates  into  a  goal  of  increasing  our 
national  exports  by  $300  billion  over  the  next  6  years. 

The  goals  are  ambitious,  but  achievable.  After  all,  American  businesses  increased 
exporting  by  $194  billion  from  1987  to  1992  creating  nearly  3.9  million  jobs. 

To  accomplish  these  goals,  however,  the  National  Export  Strategy  will  have  to 
provide  services  for  three  distinct  groups  of  American  businesses: 

(1)  The  largest  and  most  sophisticated  exporters,  where  the  top  2,000  account 
for  84  percent  and  the  top  10,000  account  for  96  percent  of  all  exports; 

(2)  the  90,000  "other  exporters"  that  account  for  the  remaining  4  percent  of 
exports;  and 

(3)  the  3.9  million  companies  that  could  export  but  never  have. 

Reducing  export  controls  and  increasing  access  to  export  financing  are  critical  ob- 
jectives to  improving  U.S.  companies  ability  to  compete  abroad.Expansion  requires 
that  these  two  areas  be  addressed  aggressively. 

However,  we  must  also  bring  new  companies  into  international  trade  and  expand 
into  more  markets.  We  must  build  into  the  American  business  mindset  that  inter- 
national business  is  a  key  component  to  long  term  survival.  And  we  must  provide 
the  necessary  tools  for  these  companies  that  do  not  now  export  regularly. 

THE  FIRST  BARRIER  TO  INCREASED  EXPORTS — INFORMATION 

The  issues  here  are  relatively  straight  forward.  Companies  need  better  informa- 
tion to  explore  new  markets.  Whether  its  finding  partners,  procurement  notices, 
trade  shows,  key  contacts,  trade  barriers,  or  finance  programs — companies  have 
informational  needs. 

The  U.S.  Federal  Government  spends  billions  of  dollars  collecting  information 
from  overseas  markets.  Much  of  the  information  collected  has  direct  value  to  Amer- 
ican businesses. 

The  problems  of  determining  what  information  is  most  needed  and  how  to  distrib- 
ute it  to  U.S.  companies  has  never  been  successfully  resolved.  Is  the  information  col- 
lected by  a  variety  of  Federal  agencies  of  direct  relevance  to  the  business  commu- 
nity? And,  how  can  the  Federal  Government  get  the  data  it  collects  into  the  hands 
of  business  people  when  they  need  it? 

There  have  been  numerous  failed  attempts  by  the  Federal  Government  to  solve 
these  problems.  However,  with  the  passage  of  the  Omnibus  Trade  and  Competitive- 
ness Act  of  1988,  Congress  mandated  the  creation  of  the  National  Trade  Data  Bank 
(NTDB),  a  CD-ROM  containing  all  government  international  information.  Value 
added  resellers  (VARs)  from  the  private  sector  would  take  responsibility  for  the 
distribution  of  information. 

The  Federal  Government  could  now  concentrate  on  what  it  does  best — the  collec- 
tion and  analysis  of  information  for  business  application.  No  longer  did  the  govern- 
ment have  to  worry  about  how  the  information  found  its  way  to  companies  as  the 
marketplace  would  solve  dissemination. 


30 

Since  then,  however,  the  Federal  Government  has  developed  a  variety  of  on-  line 
and  fax  services  with  different  information  products  from  different  agencies  with  a 
wide  assortment  of  800  numbers  for  promotion.  So.  although  the  government  has 
made  impressive  strides  at  improving  the  quality  of  the  information  it  collects  and 
the  speed  with  which  it  becomes  available  to  businesses,  it  continues  to  develop  a 
plethora  of  information  services  from  a  wide  assortment  of  agencies. 

In  attempting  to  be  a  retail  distributor  of  international  information,  the  Federal 
Government  lacks  the  resources  required  to  reach  and  inform  American  businesses 
of  what  information  is  available  from  which  agency  and  how  to  access  it.  With 
changing  administrations  and  personnel,  competing  agencies,  and  relatively  small 
marketing  resources,  American  businesses  have  been  handicapped  in  trying  to  find 
who  has  the  information  they  need,  when  they  need  it. 

Although  the  Federal  Government  is  uniquely  positioned  to  collect,  analyze  and 
wholesale  package  information  as  Congress  intended  in  1988,  this  concept  appears 
to  be  elusive  at  the  expense  of  American  companies  ability  to  find  the  data  they 
need.  The  smaller  the  company,  the  bigger  the  hurdle. 

WHAT  IS  THE  EXPORT  HOTLINE 

The  Export  Hotline  was  developed  in  1990  with  three  goals: 

(1)  To  eliminate  access  to  information  as  a  barrier  to  U.S.  companies  seeking 
to  export; 

(2)  to  put  customized,  practical  information  on  the  desks  of  any  business  per- 
son instantly,  whenever  they  need  it  for  free;  and 

(3)  to  identify  public  and  private  services  that  provide  follow  up  assistance  in 
counseling,  marketing,  regulatory,  and  financing  to  complete  an  international 
sale. 

Our  goal  is  equally  simple  and  ambitious:  To  provide  the  same  level  of  support 
for  U.S.  companies  as  is  offered  by  Japanese  trading  companies  and  German  banks 
to  their  companies. 

WHY  AN  EXPORT  HOTLINE 

Through  our  research  and  experiences,  it  became  quite  clear  that  companies  were 
extraordinarily  frustrated  with  the  Federal  Government.  Companies  were  hesitant 
to  explore  new  markets  when  they  could  not  get  basic  information. 

The  Export  Hotline  was  developed  to  fill  that  market  need.  Provide  customized 
international  information  on  an  automated  platform  available  to  all  businesses  24 
hours  a  day,  for  free.  Instant  access  to  information  on  nearly  80  countries  with  the 
ability  to  find  partners,  procurement  notices,  trade  leads,  contacts,  government 
programs  etc. 

We  wanted  to  eliminate  information  as  the  biggest  barrier  to  trade.  And  we  devel- 
oped a  private  group  of  sponsors  of  some  of  the  most  prestigious  corporations  and 
associations — in  cooperation  with  the  U.S.  Department  of  Commerce  to  promote  the 
service  to  any  company  thinking  about  international  trade.  A  unique  service  that 
reduces  the  workload  of  State  and  Federal  agencies  while  building  more  informed 
consumers. 

WHAT  IS  THE  EXPORT  HOTLINE'S  RECORD 

The  Export  Hotline  was  launched  in  March  1992  as  a  nationwide  service  dissemi- 
nating information  through  the  fax  machine  24  hours  a  day,  7  days  a  week.  The 
Export  Hotline  established  itself  as  a  unique  information  service — a  true  partner- 
ship between  private  business  and  the  U.S.  government.  Sponsored  and  financed  by 
Erivate  companies  led  by  AT&T,  the  service  was  developed  in  cooperation  with  the 
T.S.  Department  of  Commerce  whose  logo  appears  on  the  service. 
Providing  companies  with  basic  international  information,  customized  to  their  re- 
quest, and  accessible  from  any  fax  machine  instantly  and  free,  the  Export  Hotline 
has  helped  over  30,000  companies  and  handled  nearly  500,000  inquiries.  At  no  ex- 

fiense  to  the  government  or  the  users,  the  Export  Hotline  has  become  the  largest 
ax  retrieval  service  in  the  country. 

ICompanies  call  the  Export  Hotline  to  find  basic  information  on  78  countries  and 
50  industries  including  overviews,  trade  issues,  direct  marketing,  shipping  require- 
ments, business  etiquette,  travel  advisories,  and  key  contacts.  There  are  over  2,000 
country/industry  specific  market  research  reports  and  special  documents  on  NAFTA, 
EC,  government  assistance  programs,  How  to  Export  guides  and  more. 

The  Export  Hotline  Directory  was  developed  in  1993  for  companies  to  find  inter- 
national partners,  again  at  no  cost  to  the  users.  In  late  May,  the  Export  Hotline 
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will  add  the  US&FCS  TOPS  leads  at  the  request  of  the  U.S.  Department  of 
Commerce. 

The  Export  Hotline  is  the  largest  disseminator  of  information  on  the  NTDB  na- 
tionally. However,  the  database  that  supports  the  Export  Hotline  is  not  limited  to 
the  NTDB.  We  receive  information  from  over  100  different  sources  including  35 
foreign  governments  to  increase  the  value  to  our  users. 

Through  a  formal  agreement  between  the  Export  Hotline  and  the  U.S.  Depart- 
ment of  Commerce,  the  Export  Hotline  provides  statistics  on  usage  to  US&FCS  and 
feedback  from  users  and  promotes  the  US  DOC  logo  on  all  Export  Hotline  bro- 
chures. 

WHO  USES  THE  EXPORT  HOTLINE 

Over  30,000  companies  have  registered  to  use  the  Export  Hotline  since  February 
1992.  They  range  from  companies  that  have  never  exported  to  very  experienced  ex- 
porters. Callers  average  12.5  requests  from  the  Hotline  although  many  companies, 
large  and  small,  have  used  it  much  more  extensively. 

Through  the  Export  Hotline  we  have  established  an  on-going  dialog  with  these 
business  owners  and  managers  nationwide.  We  monitor  their  demand  for  informa- 
tion through  usage  figures  and  survey  research  to  learn  more  about  their  level  of 
satisfaction  with  the  service  and  their  needs  for  other  information  and  services. 

We  present  some  demographics  of  companies  using  the  service  to  begin  under- 
standing who  is  out  there  looking  to  increase  their  international  business.  One  of 
the  initial  findings  is  that  the  users  of  the  Export  Hotline  are  demographically 
representative  of  the  companies  in  the  international  marketplace. 

Type  of  Business 

There  is  an  even  distribution  among  manufacturers,  agents/distributors  and 
service  companies.  Table  I  shows  the  distribution  of  callers  from  the  Export  Hotline. 

TABLE  I.  TYPE  OF  BUSINESS 

Manufacturers — 35  percent. 
Agents/Distributors — 36  percent. 
Service  Companies — 29  Percent. 

Size  of  Companies 

In  Table  D  we  present  size  breakdowns  by  number  of  employees  of  three  groups: 
(1)  The  3.9  million  companies  capable  of  exporting,  (2)  the  105,000  current  export- 
ers, and  (3)  the  25,000  registered  users  of  the  Export  Hotline.  As  is  evident  from 
the  data,  callers  to  the  Hotline  resemble  the  105,000  current  exporters  although 
there  are  a  greater  proportion  of  large  companies  using  the  Export  Hotline.  This  is 
in  contrast  to  the  distribution  of  the  3.9  million  potential  exporters  which  are  sig- 
nificantly smaller.  We  do  find,  however,  that  over  40  percent  of  the  users  of  the  Hot- 
line report  that  they  are  new  to  exporting  suggesting  that  the  Hotline  is  attracting 
companies  that  have  not  exported  before. 

TABLE  II.  EMPLOYEE  SIZE 


Employees 

Total, 
3.9M1 

105,000 
Exporters ' 

Export 
Hotline 

0-19  

89.4% 
9.1 
1.5 

62.7% 
24.3 
12.9 

62.1% 

20-99  

17.4 

100+ 

20.5 

1  Date  from  the  Exporter  Data  Base  of  the  Bureau  of  Census  as  reported  in  "Fishing  Where  the  Trout  Are" 
by  Leslie  Stroh. 


Position  in  Company 

One  of  the  most  important  factors  in  companies  expanding  in  international  trade 
is  the  commitment  of  the  CEO.  Therefore,  we  find  it  encouraging  that  a  sizable  plu- 
rality of  users  of  the  Export  Hotline  come  from  the  owner/president/CEO  of  the  com- 
pany. These  data  indicate  that  users  of  the  Export  Hotline  are  serious  about  export- 
ing with  top  management  making  a  commitment  to  find  the  information  itself. 
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TABLE  III.  POSITION  OF  CALLERS 


Position 


Percent 
of  Total 


Owner/president/CEO 

Manager  

VP 

Marketing  

Export  sales  


41.3 

10.2 

8.7 

4.6 

4.2 


Experience  of  Users 

A  plurality  of  users  (43  percent)  report  that  they  are  new  to  exporting  while  32 
percent  are  exploring  new  markets.  The  distribution  of  companies  with  export  sales 
as  a  percentage  of  total  sales  is  listed  in  Table  V.  The  distribution  demonstrated 
that  50  percent  of  the  users  have  export  sales  between  0-10  percent  of  total  sales 
while  nearly  one-third  of  Hotline  callers  report  export  sales  in  excess  of  30  percent 
of  total  sales.  The  Hotline  responds  to  the  informational  needs  of  both  inexperienced 
and  seasoned  exporters. 


TABLE  V.  EXPORTING  EXPERIENCE 

Export  Sales/Total  Sales 

Percent 
of  Users 

49.7 

19.0 

31,3 

CONCLUSIONS 

The  tasks  faced  by  the  TPCC  are  significant.  The  TPCC  has  made  a  serious 
attempt  to  coordinate  the  services  offered  by  the  19  distinct  Federal  agencies  and 
rationalize  the  allocation  of  scarce  resources  to  get  the  most  out  of  the  programs 
available.  The  process  to  date  is  vital.  It  may  be  the  first  serious  audit  of  what  the 
Federal  Government  truly  has  to  offer  American  businesses. 

There  are  some  basic  elements  that  appear  to  be  overlooked.  They  can  be  divided 
into  6  categories: 

(1)  Who  are  the  customers — current  and  potential? 

(2)  What  do  these  customers  want/need? 

(3)  What  other  services  can/should  government  provide? 

(4)  How  does  the  government  communicate  its  programs  and  information  to 
these  companies? 

(5)  How  does  the  government  learn  from  the  customers  what  works  and  what 
does  not  to  evaluate  and  refine  the  services  it  provides? 

(6)  How  does  the  government  measure  success? 

To  successfully  close  the  loop  and  ensure  that  government  resources  are  achieving 
their  objectives,  government  has  to  have  a  regular  dialog  with  businesses.  That  sug- 
gests a  national  communication  strategy  to  reach  U.S.  businesses  and  tell  them 
what  services  are  available  and  from  whom. 

One-stop  shops  play  an  important  role  in  such  a  strategy,  but  their  reach  will  be 
too  limited  to  provide  nationwide  coverage. 

The  Export  Hotline  is  perfectly  positioned  to  complete  the  TPCC's  task.  With  over 
1,000  calls  daily,  the  Export  Hotline  reaches  a  nationwide  audience,  provides  the 
information  free,  surveys  its  users  regularly  to  find  out  what  information  is  valuable 
and  what  other  services  are  in  demand. 

Since  1990,  the  Export  Hotline  has  provided  information  to  American  businesses 
in  cooperation  with  the  U.S.  Department  of  Commerce.  Now  is  the  perfect  time  to 
extend  that  working  partnership  so  that  the  thousands  of  businesses  that  may  be 
customers  of  new  programs  and  initiatives  can  find  out  where  to  go. 

Senator  Kerry.  Thank  you  very  much,  Ms.  Shapiro.  Mr.  Koerner 
knows  this  subject  from  both  sides  of  the  fence.  He  is  the  founder 
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of  Focus  International,  Incorporated,  a  firm  that  provides  assist- 
ance to  small  and  medium-sized  firms  trying  to  gain  a  toehold  in 
other  markets.  He  works  with  Japanese  companies,  formally  was 
senior  vice-president  and  general  manager  for  NEC  Electronics  and 
extremely  involved  in  their  successful  foray  with  semi-conducting 
chips  in  this  country.  He  comes  with  great  expertise;  and  he's  going 
to  concentrate,  I  think,  on  sort  of  the  small  market  niche,  what 
specific  efforts  could  be  made  for  small  companies.  Thank  you  for 
being  with  us. 

STATEMENT  OF  RICHARD  KOERNER,  PRESIDENT,  FOCUS 
INTERNATIONAL,  INC. 

Mr.  KOERNER.  Thank  you  for  the  invitation  to  be  here.  Let  me 
state  that  I  found  myself  rooting  very  strongly  at  the  comments 
that  were  made  by  Abby  Shapiro.  I  think  that  she's  right  on  the 
mark.  And  my  being  here  is  designed  not  to  be  a  yes  person  but 
more  to  surface  the  concerns  that  I  have  seen  over  a  few  years, 
which  are  concerns  that  reflect  the  impediments  faced  by  small  and 
medium-sized  businesses  in  the  United  States  in  terms  of  becoming 
global  companies. 

The  global  marketplace  is  shaping  up  as  a  battle  ground  for  the 
major  industrial  powers.  Regional  trading  blocks,  the  economic 
prowess  of  developing  countries,  and  the  increasing  importance  of 
emerging  markets  have  all  precipitated  in  Washington  a  sense  of 
urgency  along  with  the  realization  that  we  need  to  position  and  se- 
cure the  United  States  as  the  economic  powerhouse  in  the  coming 
years  and  decades. 

NAFTA,  with  the  highly  probably  inclusion  of  Latin  American 
companies,  the  APEC  summit  of  last  November,  the  recently  signed 
GATT  Agreement,  the  aggressiveness  of  the  Clinton  administration 
in  pursuing  the  application  of  the  Super  301  provision  towards  the 
Japanese  and  other  non-compliant  countries,  as  well  as  the  threat- 
ened revocation  of  the  MFN  status  of  China — rightly  or  wrongly — 
confirm  that  the  Clinton  administration  is  serious  on  ensuring  that 
the  direction  taken  by  the  United  States  is  well  defined,  unambig- 
uous, and  produces  results  well  into  the  21st  century. 

Senator  Kerry.  I  apologize;  I  want  to  interrupt  you  because  I  un- 
derstand that  Miss  Larson  has  to  leave,  so  I  really  do  apologize.  I 
just  want  to  make  sure  before  she  has  to  leave 

Ms.  Larson.  Now  I  feel  guilty,  Senator.  I'd  much  prefer  to  stay 
with  you,  trust  me. 

Senator  Kerry.  I  believe  you,  and  I  don't  even  know  where  you 
are  going. 

Ms.  Larson.  It  involves  Beacon  Hill. 

Senator  Kerry.  You  can  stay  here.  This  is  a  safe  haven.  Before 
you  have  to  leave,  do  you  have  any  comment  that  you  want  to 
make  or  raise  an  issue  or  ask  a  question? 

Ms.  Fisher.  Yes.  I  do.  First  of  all,  it  is  really  exciting  to  hear  the 
enthusiasm  and  trie  team  that  is  waiting  up  here  so  we  can  be 
unified. 

I  have  a  couple  of  questions  on  the  export  finances,  which  is  my 
main  interest  because  this  is  the  most  critical  problem:  If  you  take 
them  over  to  the  great  trade  shows,  they  come  back  with  orders 
and  cannot  get  them  financed. 
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In  your  legislation  for  your  State  export  financing  program,  you 
said  it  was  authorized  at  $3  million.  Do  you  have  the  authority  to 
leverage  that? 

Ms.  Larson.  The  loan  guarantees,  by  my  recollection,  can  go  up 
to  70  percent  of  the  requirements  of  the  customer  and  with  a  total 
loan  being  $500,000  or  less.  And  we  have  already  guaranteed 
almost  $750,000  of  our  first  $3  million. 

Ms.  Fisher.  You  can  give  guarantees  only  up  to  $3  million,  or 
can  you  leverage  the  export  finance  funds  to  a  certain  degree?  And 
the  reason  I  say  this  is  the  California  export  finance  legislation, 
which  I  sent  boxes  to  you  the  last  5  years,  we  can  leverage  that 
4  times.  We  can  go  up  to  $26  million.  I  am  wondering  if  you  did 
that  in  your  legislation. 

Ms.  Larson.  Jerome. 

Audience  Member.  We  can  leverage  up  to  a  $3  million  commit- 
ment, which  is  a  commitment  beyond  the  $3  million. 

Ms.  Larson.  But  the  commitment  because  our  loan  can  go  up  to 
70  percent,  that  adds  an  additional  30  percent  capacity — is  that 
right,  Jerome — yes. 

Senator  Kerry.  Are  allowed  to  expose  yourself  to  $3  million? 

Ms.  Larson.  I  understand  the  question.  I  will  be  glad  to  get  the 
information  for  you. 

Ms.  Fisher.  I  think  it  is  important  to  you  because  you  are  going 
to  find  incredible  demand  on  this  side.  May  I  send  you  some  exam- 
ples of  our  guarantee? 

Ms.  Larson.  Of  course  you  can. 

Ms.  Fisher.  Which  will  allow  you  to  double  or  go  beyond 
your- 


Ms.  Larson.  I  am  delighted  that  you  have  an  experience  base 
doing  that.  We  would  be  delighted  to  join  you  as  partners,  and  I 
will  get  you  the  information.  I  am  aware  on  my  emerging  tech 
funds,  I  think  we  are  able  to  leverage  those  funds  for  start-up 
facilities  3  to  1,  but  I  am  not  sure. 

It  might  have  a  program  for  export  guarantee,  and  I  will  get  that 
information. 

Ms.  Fisher.  Thank  you. 

Ms.  Haley.  Madame  Secretary,  I  understand  that  the  State  of 
Massachusetts  has  a  partnership  program  with  Ex-Im  Bank  and 
that  you  are  a  member  of  our  city/State  program.  Is  there  anything 
that  we  at  Ex-Im  Bank  can  do  to  enhance  that  relationship  even 
further  and  improve  the  relationship  so  to  speak?  And  if  there  is 
anything  that  we  can  do,  please,  I  would  like  to  know  about  it,  and 
I  would  work  very  hard  to  make  it  possible. 

Ms.  Larson.  We  will  keep  in  close  contact.  The  Massachusetts 
Finance  Agency  also  acts  as  an  agent  for  Ex-Im  Bank,  so  we  al- 
ready have  close  affiliation;  and  with  your  new  plans  on  the  table, 
we  would  like  to  expand  that  capacity.  Again,  having  a  one-stop  re- 
source is  going  to  allow  us  to  much  more  closely  identify  what  our 
needs  are  specifically. 

I  can  tell  you  from  some  trade  missions  that  I  have  had  over  the 
last  7  or  8  months  that  Ex-Im  Bank  continues  to  be  certainly  for 
a  number  of  our  biggest  companies  who  are  exploring  specific  deals, 
you  continue  to  be  the  player  of  most  importance  of  the  number  of 
deals  that  are  on  the  horizon. 
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I  think  Senator  Kerry  acts  as  our  most  effective  go-between,  but 
I  will  call  you  directly  and  look  forward  to  it  because  you  all  con- 
tinue to  be  a  terribly  important  player  for  us  on  some  of  our  big- 
gest deals. 

Senator  Kerry.  Just  before  you  finish,  Ms.  Shapiro  has  men- 
tioned some  small  business  limitation.  I  want  to  come  back  to  it 
afterwards  when  we  have  open  discussion.  From  your  perspective, 
have  you  witnessed  that  kind  of  limitation  and  do  you  think  that 
there  is  sort  of  a  cutoff  here? 

Ms.  Larson.  Yes,  I  understood  the  reference  to  the  cutoff.  And 
I  will  tell  you  that  I  think  there  are  those  who  fit  the  category,  as 
Abby  indicated.  There  are  exceptions  to  the  rule,  too. 

Here  in  Massachusetts  I'd  oner  that  we  have  more  exceptions  to 
the  rule  than  many  other  places  because  of  the  quality  and  the 
leading  edge  technology  and  production  that  we  are  offering.  These 
are  companies  who  need  the  money,  as  was  discussed  earlier,  to  get 
the  inventories  in  place  to  push  the  deal  along  but  have  the  capac- 
ity literally  within  a  year  to  get  that  financing  to  literally  double 
or  triple  their  size. 

That  is  precisely  why  our  own  State  guarantee — albeit  a  fairly 
modest  one — is  focused  on  those  kinds  of  things  that  the  SBA 
might  want  to  have  on  the  small  business.  And  we  are  talking 
about  100  and  up  to  $500,000  loans,  but  we  find  there  are  a  num- 
ber of  companies  that  fit  the  profile  but  get  that  bank  financing. 

Senator  Kerry.  I  really  want  to  thank  you  for  being  here  today. 
I  think  you've  been  very  helpful  in  providing  what  the  cooperative 
picture  will  allow  for,  and  we  really  need  to  work  together  in  this 
effort.  I  think  the  State  is  doing  some  good  things  in  this  field. 

Ms.  Larson.  Senator  Kerry,  I  thank  you  very  much  for  inviting 
me  here  today.  I  think  the  sky  is  the  limit  for  Massachusetts.  I 
appreciate  all  your  help. 

Senator  Kerry.  Thank  you  very  much.  Mr.  Koerner,  thank  you 
for  your  understanding. 

Mr.  Koerner.  I  will  continue.  I  think  that  we  will  be  able  to  pick 
up  rather  easily  where  I  left  off.  We  are  talking  about  the  United 
States  seeking  a  well  defined,  unambiguous,  oriented  strategy  for 
exports,  which  will  take  the  United  States  into  the  21st  century. 

It  is  in  this  context  of  global  economic  warfare — I  want  to  under- 
score the  word  warfare — and  the  recognition  of  the  importance  of 
exports  to  the  economic  well-being  of  the  United  States  that  the 
National  Export  Strategy  was  formulated  and  reported  to  Congress 
in  September  of  1993. 

Successful  global  competition  among  the  major  economic  powers 
and  regions  of  the  world  is  and  will  continue  to  be  propelled  by  in- 
novation, manufacturing  prowess,  and  high  productivity.  Quality, 
which  once  was  an  overriding  concern  in  some  of  the  major  indus- 
tries such  as  automobiles  and  semi-conductors,  is  no  longer  viewed 
as  the  major  competitive  advantage.  So  what  are  the  distinguishing 
parameters  which  will  enable  companies  to  compete  effectively  in 
the  global  arena? 

Before  answering  this  question,  let  me  state  that  I  applaud  the 
effort  that  went  into  the  formulation  of  the  National  Export  Strat- 
egy. I  also  believe  that  the  more  than  60  specific  actions  contained 
in  the  report  represent  a   sincere   attempt  to  wrestle   with   and 
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resolve  very  important  problems  that  have  saddled  the  U.S.  export 
strategy  to  date. 

It  is  noteworthy — and  I  think  that  Abby's  statistics  here  are 
much  more  updated  than  mine — that  most  U.S.  companies  do  not 
export.  The  1988  statistics  reported  by  the  Department  of  Com- 
merce estimated  that  half  of  all  U.S.  exports  of  manufactured  prod- 
ucts are  made  by  only  100  companies,  and  that  85  percent  are 
made  by  2,500  companies.  Today's  session  and  discussion  are 
geared  to  address  some  of  the  needs  and  concerns  of  small  business 
in  the  United  States. 

It  is  not  our  purpose  here  today  to  engage  in  discussions  on  the 
needs  of  large  U.S.  corporations:  The  IBMs,  DECs,  and  the 
Microsofts  of  the  world.  They  have  done  admirably  well  in  foreign 
market  share.  Nor  are  we  here  to  commiserate  with  General  Mo- 
tors as  to  why  they  sell  very  few  cars  into  the  Japanese  market, 
particularly  in  view  of  the  fact  that  it  has  taken  many  years  for 
GM  to  realize  that  the  Japanese  drive  on  the  left-hand  side  and 
require  right-hand  drive. 

Our  purpose  here  is  to  examine  and  discuss  some  of  the  needs 
of  small  businesses  who  wish  to  participate  in  the  global  markets 
and  focus  on  those  issues  which,  on  the  basis  of  my  international 
experience,  deserve  particular  attention. 

Where  possible,  and  in  this  short  time  available,  I  will  also  draw 
a  comparison  between  the  United  States  and  other  countries,  prin- 
cipally Japan  and  Germany. 

Let  me  also  emphasize  that  I  do  not  plan  to  touch  on  the  logistics 
or  mechanics  of  exporting.  These  are  best  left  to  tutorials  and 
training  courses  which  both  the  Federal  and  State  Government 
carry  out  with  considerable  skill.  Rather  my  remarks  are  designed 
to  focus  on  fundamental  issues  that,  I  believe,  should  be  empha- 
sized in  the  development  of  the  National  Export  Strategy  over  the 
coming  months  and  years. 

In  my  mind,  the  word  "export"  conjures  up  an  attitude  on  the 
part  of  U.S.  companies— I  think  that  Abby  referred  to  as  a 
mindset — which  smacks  of  opportunism  rather  than  a  long-term 
commitment  to  doing  business  overseas  on  a  sustained  basis. 

Japanese  and  German  company  executives  have  often  voiced  to 
me  their  disenchantment  with  American  companies.  Our  lack  of 
total  commitment  to  the  local  market,  minimal  investment  of  re- 
sources, and  quick  profit  as  a  driving  force  are  listed  prominently 
as  characteristic  flaws  of  U.S.  corporations  who  are  new  to  their 
markets.  . 

In  a  recent  conversation  with  a  former  government  official  of  a 
Latin  American  country,  I  heard  the  vehemence  with  which  he  de- 
cried the  arrogance  of  some  U.S.  corporations  and  officials  who  are 
doing  business  in  his  country.  This  arrogance  aside,  shouldn't  we 
try  to  inculcate  in  our  business  community  an  attitude  which 
carries  with  it  a  greater  sensitivity  and  appreciation  of  the  local 
market  needs? 

Furthermore,  if  Washington  were  to  define  export  objectives 
which  are  well  targeted  and  understood — and,  incidentally,  I  be- 
lieve that  that  is  a  communication  problem  that  still  exists  today — 
and  those  objectives  are  targeted  and  understood  by  the  business 
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community,  it  might  stimulate  a  more  effective  cooperation  with 
the  private  sector. 

Clearly  our  industrial  rivals  in  Germany  and  Japan  are  much 
more  accomplished  at  having  their  governments  and  private  sector 
generally  march  to  the  same  tune,  whereas  in  the  United  States 
one  is  likely  to  encounter  a  casual  attitude  that  says  "let  the  bu- 
reaucrats in  Washington  get  out  of  the  way." 

Is  this  expression  largely  the  result  of  businesses'  distrust  of  the 
government's  capacity  to  deliver,  or  is  it  the  free  spirit  of  the  U.S. 
businessman,  or  is  it  both? 

Let  me  make  this  comment  about  who  should  export.  All  too 
often  I  come  across  U.S.  companies  who  express  a  desire  to  export. 
An  examination  of  their  state  of  readiness  can  reveal  in  short  order 
whether  or  not  they  are  indeed  prepared  to  tackle  the  rigors  of 
entry  into  overseas  markets.  In  too  many  cases,  I  find  a  Tack  of 
commitment  to  the  overseas  market,  insufficient  understanding  of 
the  market,  and  improper  reasoning  leading  to  the  selection  of  the 
target  country.  The  initial  homework  and  participation  is,  at  best, 
incomplete. 

By  contrast,  the  German  export  promotion  system  is  undertaken 
principally  through  an  extensive  network  of  domestic  Chambers  of 
Commerce,  the  Handelskammern,  linked  or  affiliated  with  Cham- 
bers of  Commerce  abroad,  in  combination  with  consultancy  pro- 
vided by  the  private  sector  and  academic  institutions.  The  advice 
and  support  offered  by  these  Chambers  of  Commerce  have  the  indi- 
rect benefit  of  weeding  out  those  companies  that  are  not  ready  to 
export. 

It  is  noteworthy  that  in  Germany,  small  to  medium  enterprises, 
companies  with  fewer  than  500  employees,  contribute  approxi- 
mately two-thirds  of  the  employment— one  of  the  highest  in  Eu- 
rope— and  over  60  percent  of  the  sales  turnover.  These  compa- 
nies— collectively  known  as  Mittelstand — are  innovative,  resource- 
ful, risk-takers,  and  are  highly  active  in  export  markets  and  are 
effective  in  the  global  arena  with  their  Asian  and  American 
competitors. 

It  is  my  belief  that  the  U.S.  Federal  and  State  Government  agen- 
cies, in  their  eagerness  to  expand  export  activity,  may  have  been 
too  accommodating  to  small  businesses  with  results  that  all  too  fre- 
quently spell  failure  and  discouragement  to  U.S.  companies.  And  I 
would  highly  recommend  that  a  better  screening  process  be  set  up. 

Some  comments  about  how  to  export:  An  outgrowth  of  the  Na- 
tional Export  Strategy  is  the  concept  of  establishing  one  stop  shops 
in  major  cities  across  the  U.S.  consolidating  both  Federal  export 
promotion  services  in  each  location. 

While  the  concept  has  potentially  great  appeal,  I  have  some  con- 
cerns having  to  do  with  the  limitations  of  services  that  might  be 
contemplated;  that  is,  logistics,  financing,  insurance,  and  legal.  I 
wholeheartedly  endorse  the  one-shop  shops  as  long  as  the  adminis- 
trative maze  that  a  prospective  exporter  has  to  navigate  is 
simplified. 

I  wonder,  however,  if  we  could  take  this  a  step  further  and 
enhance  the  quality  and  utilization  of  such  services  by  creating  po- 
sitions and  compensation  incentives  designed  to  attract  highly 
qualified  industry  experts.  Could  we  entice  sectoral  experts  who 
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specialize  in  targeted  industry  exports — such  as  computers,  tele- 
communications, medical  electronics,  et  cetera — and  have  the  abil- 
ity to  serve  the  business  constituency  more  effectively  providing 
current  and  useful  market  intelligence? 

The  Japanese  External  Trade  Organization  recruits  and  staffs  its 
offices  with  carefully  selected  experts  in  specific  industries.  They 
provide  a  variety  of  information  and  analyses  on  overseas  trade,  in- 
dustry sectors,  products,  and  technology. 

It  would  seem  that  we  should  examine  the  feasibility  of  institut- 
ing a  similar  capability  with  considerably  more  focus,  depth  and 
accuracy  than  is  currently  available. 

Again,  to  understand  export — and  I  keep  referring  to  Ms.  Sha- 
piro, and  I  hope  she  takes  it  as  a  compliment — the  quality  of  the 
U.S.  export  system.  Let  me  now  make  a  few  remarks  about  that. 

These  are  qualitative  in  nature  and  reflect  a  considerable  num- 
ber of  interactions  with  individuals  in  the  Department  of  Com- 
merce in  Washington  as  well  as  the  Foreign  Commercial  Service 
stationed  in  various  countries.  In  my  judgment,  they  have  histori- 
cally tended  to  view  one  another  with  considerable  criticism.  And 
I  am  being  kind  in  my  comment  here.  I  suspect  that  this  has  not 
changed. 

What  suffers  the  most,  in  my  summation,  is  foreign  market  intel- 
ligence. Who  suffers  more  is  trie  small  business  that  is  considering 
engaging  in  export  activity.  It  is  this  small  business  that  has  to 
rely,  sometimes  in  large  part,  on  the  integrity  and  accuracy  of  ei- 
ther the  information  provided  by  the  personnel  manning  the  coun- 
try desks  in  the  Department  of  Commence  or  the  reports  generated 
in  Washington  from  field  data  gathered  by  the  commercial  officers. 

I  have  an  opportunity  on  a  number  of  occasions  to  examine  mar- 
ket reports  contained  in  the  National  Trade  Data  Bank,  particu- 
larly from  the  point  of  view  of  obtaining  country-specific  sectoral 
information.  I've  been  struck  by  how  general  the  information  tends 
to  be  and,  to  the  extent  that  it  has  been  detailed,  I  have  found  it 
to  be  inaccurate  or  confusing. 

It  is  a  tremendous  obstacle  to  the  small  business  attempting  to 
make  a  reasoned,  if  partial,  determination  as  to  the  suitability  of 
a  particular  foreign  market  for  its  products. 

By  contrast,  the  intelligence  gathering  capability  of  Japanese  in- 
dustrial corporations,  including  those  of  trading  companies  such  as 
Mitsubishi  or  Marubeni,  with  liaison  offices  in  various  parts  of  the 
world,  is  considerable.  The  staffing  disparity  between  the  U.S.  Gov- 
ernment export  promotion  and  that  of  Japan  is  enormous. 

The  National  Export  Strategy  report  identified  that  in  1992  the 
U.S.  Government  had  51  employees  in  Japan  devoted  to  export  pro- 
motion. That  same  year,  Japan  had  192  employees  in  the  U.S.,  al- 
most four  times  as  many.  The  Germany  model  of  Mittel stand  com- 
panies is  viewed  by  many  U.S.  executives  as  a  more  appropriate 
export  model  for  U.S.  corporations.  Considerable  market  intel- 
ligence is  gathered  by  the  German  Embassies,  banks,  trade  associa- 
tions, and  Chambers  of  Commerce,  and  potential  export  deals  are 
funneled  to  companies  back  home  via  newsletters  and  data  bases. 

What  can  we  do  to  improve  the  quality  of  our  foreign  intelligence 
gathering  and,  more  precisely,  what  can  we  do  to  deliver  better 
market  information?  Again  as  a  parenthetical  comment,  I  applaud 
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Abby's  efforts.  It  still  boils  down  to  what  data  are  you  transmitting 
and  the  quality  of  the  data.  Is  it  unrealistic  to  expect  that  a  greater 
investment  in  resources  be  contemplated  for  gathering  market  in- 
telligence? It  it  possible  we  can  utilize  Information  Superhighway 
and  combine  market  intelligence  from  various  industry  associations 
and  research  organizations  into  the  database  maintained  in 
Washington?  I  believe  strongly  that  it  could  and  should  be  done. 

In  conclusion,  when  I  began  to  work  with  Japan's  giant  Nippon 
Electric  Co.  back  in  the  1970's,  I  was  startled  by  their  marketing 
naivete.  I  clearly  recall  discussions  with  NEC's  management  on  the 
best  way  to  gain  entry  into  and  acceptance  in  the  U.S.  market  in 
the  area  of  semi-conductors.  I  remember  one  of  the  executives  of 
NEC  suggesting  that  in  order  to  generate  some  initial  business  and 
exposure  in  the  U.S.  market,  NEC  should  take  out  a  full  page  ad 
in  the  local  trade  press  describing  the  microprocessor  product  to  be 
introduced.  When  I  questioned  him  on  how  he  expected  NEC  would 
provide  the  U.S.  customer  with  support,  he  replied:  "We  would 
have  our  name,  our  Tokyo  address  and  phone  number  in  the  ad, 
and  they  could  contact  us." 

Needless  to  say,  I  took  exception  to  that  approach.  It  was  from 
this  conversation  that  my  idea  for  an  on-shore  presence  in  the 
United  States  came  about.  Senator,  that  conversation  took  place  20 
years  ago.  In  the  years  since  NEC,  other  Japanese  companies,  a 
host  of  European,  Korean  and  other  foreign  companies  have  be- 
come very  sophisticated,  very  savvy,  and  highly  successful  in  their 
marketing  techniques.  Let's  give  them  a  lot  of  credit  where  credit 
is  due. 

The  U.S.  industry  will  have  to  find  ways  of  competing  more  effec- 
tively with  these  admirable  adversaries.  This,  in  my  estimation, 
can  be  achieved  by  strong  cooperation  between  industry  and  the 
U.S.  Government,  with  quality  leadership,  commitment,  and  focus. 

Thank  you  for  allowing  me  to  make  a  brief  comment  to  you 
today. 

[Tne  prepared  statement  of  Mr.  Koerner  follows:] 

Prepared  Statement  of  Richard  Koerner,  President, 
Focus  International,  Inc. 

The  global  market  place  is  shaping  up  as  the  battle  ground  for  the  major  indus- 
trial powers.  Regional  trading  blocks,  the  economic  prowess  of  developing  countries, 
and  the  increasing  importance  of  emerging  markets  have  all  precipitated  in  Wash- 
ington a  sense  of  urgency  with  the  realization  that  we  need  to  position  and  secure 
the  United  States  as  the  economic  power  house  in  the  coming  years  and  decades. 
NAFTA  (with  the  highly  probable  inclusion  of  Latin  American  countries),  the  APEC 
summit  of  last  November,  the  recently  signed  GATT  Agreement,  the  aggressiveness 
of  the  Clinton  administration  in  pursuing  the  application  of  the  Super  301  provision 
towards  Japan  (and  other  non-compliant  countries),  as  well  as  the  threatened  rev- 
ocation of  the  MFN  status  of  China — rightly  or  wrongly — confirm  that  the  Clinton 
administration  is  serious  on  ensuring  that  tne  direction  taken  by  the  United  States 
is  well  defined,  unambiguous,  and  produces  results  well  into  the  21st  century.  It  is 
in  this  context  of  global  economic  warfare  and  the  recognition  of  the  importance  of 
exports  to  the  economic  well-being  of  the  United  States  that  the  National  Export 
strategy  was  formulated  and  reported  toCongress  in  September,  1993. 

Successful  global  competition  among  the  major  economic  powers  and  regions  of 
the  world  is  and  will  continue  to  be  propelled  by  innovation,  manufacturing  prowess 
and  high  productivity.  Quality,  which  once  was  an  overriding  concern  in  some  of  the 
major  industries  (e.g.,  automobiles  and  semiconductors),  is  no  longer  viewed  as  the 
major  competitive  advantage.  So  what  are  the  distinguishing  parameters  which  will 
enable  companies  to  compete  effectively  in  the  global  arena? 
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Before  answering  this  question  let  me  state  that  I  applaud  the  effort  that  went 
into  the  formulation  of  this  National  Export  Strategy.  I  also  believe  that  the  more 
than  60  specific  actions  contained  in  the  report  represent  a  sincere  attempt  to  wres- 
tle with  and  resolve  very  important  problems  that  have  saddled  the  U.S.  export 
strategy  to  date. 

It  is  noteworthy  that  most  U.S.  companies  do  not  export.  1988  statistics  reported 
by  the  Department  of  Commerce  estimate  that  "half  of  all  U.S.  exports  of  manufac- 
tured products  are  made  by  only  100  companies,  and  that  80  percent  are  made  by 
2,500  companies."  Today's  sessions  are  geared  to  address  some  of  the  needs  and  con- 
cerns of  small  business  in  the  United  States.  It  is  not  our  purpose  here  today  to 
engage  in  discussions  on  the  needs  of  large  US.  corporations:  The  IBM's,  DEC's, 
and  Microsofts  of  the  world.  They  have  done  admirably  well  in  cornering  foreign 
market  share.  Nor  are  we  here  to  commiserate  with  General  Motors  as  to  why  they 
sell  very  few  cars  into  the  Japanese  market,  particularly  in  view  of  the  fact  that 
it  has  taken  years  for  GM  to  realize  that  the  Japanese  drive  on  the  left  hand  side 
and  require  right  hand  drive.  Our  purpose  here  is  to  examine  and  discuss  some  of 
the  needs  of  small  businesses  who  wish  to  participate  in  the  global  markets  and 
focus  on  those  issues  which,  on  the  basis  of  my  international  experience,  deserve 
particular  attention.  Where  possible,  and  in  the  short  time  available,  I  will  also 
draw  a  comparison  between  the  U.S.  and  other  countries,  principally  Japan  and 
Germany.  Let  me  also  emphasize  that  I  do  not  plan  to  touch  on  the  logics  or  me- 
chanics of  exporting.  These  are  best  left  to  tutorials  and  training  courses  which  both 
the  Federal  and  State  Governments  carry  out  with  considerable  skill.  Rather  my  re- 
marks are  designed  to  focus  on  some  fundamental  issues  which,  I  believe,  should 
be  emphasized  in  the  development  of  the  National  Export  Strategy  over  the  coming 
months  and  years. 

1.  Export  Parameters 

•  Redefining  export 

•  Who  should  export? 

•  Where  to  export? 

•  How  to  export? 

2.  Quality  of  the  U.S.  Export  Support  System 

•  Washington  bureaucracy 

•  FCS 

•  Quality  of  market  data 

•  Lack  of  qualified,  industry  caliber/industry  specific,  personnel 

REDEFINING  EXPORT 

In  my  mind,  the  word  "Export"  conjures  up  an  attitude  on  the  part  of  U.S.  compa- 
nies which  smacks  of  opportunism  rather  than  a  long  term  commitment  to  "doing 
business  overseas"  on  a  sustained  basis.  Japanese  ana  German  company  executives 
have  often  voiced  to  me  their  disenchantment  with  American  companies.  Our  lack 
of  total  commitment  to  their  local  market,  minimal  investment  of  resources,  and 
quick  profit  as  a  driving  force  are  listed  prominently  as  characteristic  flaws  of  U.S. 
corporations  who  are  new  to  their  markets.  In  a  recent  conversation  with  a  former 
government  official  of  a  Latin  American  country  I  heard  the  vehemence  with  which 
he  decried  the  arrogance  of  some  U.S.  corporations  and  officials  who  are  doing  busi- 
ness in  his  country.  This  arrogance  aside,  shouldn't  we  try  to  inculcate  in  our  busi- 
ness community  an  attitude  which  carries  with  it  a  greater  sensitivity  and  apprecia- 
tion of  the  local  market  needs?  Furthermore,  if  Washington  were  to  define  export 
objectives  which  are  well  targeted  and  understood  by  the  business  community,  it 
might  stimulate  a  more  effective  cooperation  with  the  private  sector.  Clearly  our  in- 
dustrial rivals  in  Germany  and  Japan  are  much  more  accomplished  at  having  their 
governments  and  private  sector  generally  march  to  the  same  tune,  whereas  in  the 
U.S.  one  is  likely  to  encounter  a  cultural  attitude  which  says  "let  the  bureaucrats 
in  Washington  get  out  of  the  way."  Is  this  expression  largely  the  result  of  business 
distrust  ofthe  government's  capacity  to  deliver,  or  is  it  the  free  spirit  of  the  U.S. 
businessman,  or  is  it  both? 

WHO  SHOULD  EXPORT? 

All  too  often  I  come  across  U.S.  companies  who  express  a  desire  to  export.  An  ex- 
amination of  their  state  of  readiness  can  reveal  in  short  order  whether  or  not  they 
are  indeed  prepared  to  tackle  the  rigors  of  entry  into  overseas  markets.  In  too  many 
cases,  I  find  a  lack  of  total  commitment  to  the  overseas  market,  insufficient  under- 
standing of  the  market,  and  improper  reasoning  leading  to  the  selection  of  the  tar- 
get country.  The  initial  homework  and  preparation  is,  at  best,  incomplete.  By  con- 
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trast,  the  German  export  promotion  system  is  undertaken  principally  through  an 
extensive  network  of  domestic  Chambers  of  Commerce  (the  Handelskammern) 
linked  or  affiliated  with  Chambers  of  Commerce  abroad,  in  combination  with 
consultancy  provided  by  the  private  sector  and  by  academic  institutions.  The  advice 
and  support  offered  by  these  Chambers  of  Commerce  have  the  indirect  benefit  of 
weeding  out  those  companies  that  are  not  ready  to  export.  It  is  noteworthy  that  in 
Germany,  small  to  medium  enterprises  (SME'sX  companies  with  fewer  than  500  em- 
ployees, contribute  approximately  two  thirds  of  the  employment  (one  of  the  highest 
in  Europe),  and  over  60  percent  of  the  sales  turnover.  These  companies — collectively 
known  as  Mittelstand — are  innovative,  resourceful,  risk-takers,  and  are  highly  ac- 
tive in  export  markets,  competing  effectively  in  the  global  arena. 

It  is  my  belief  that  U.S.  Federal  and  State  Government  agencies,  in  their  eager- 
ness to  expand  export  activity,  may  have  been  too  accommodating  to  small  busi- 
nesses with  results  that  all  too  frequently  spell  failure  and  discouragement  to  U.S. 
companies.  A  better  screening  process  is  required. 

HOW  TO  EXPORT? 

An  outgrowth  of  the  National  Export  Strategy  is  the  concept  of  establishing  one- 
stop  shops  in  major  cities  across  the  UJS.  consolidating  all  Federal  export  promotion 
services  in  each  location.  While  the  concept  has  potentially  great  appeal,  I  have 
some  concerns  having  to  do  with  the  limitations  of  services  that  might  be  con- 
templated— logistics,  financing,  insurance,  legal,  etc.  I  wholeheartedly  endorse  the 
one-stop  shops  as  long  as  the  administrative  maze  that  a  prospective  exporter  has 
to  navigate  is  simplified.  I  wonder,  however,  if  we  could  take  this  a  step  further  and 
enhance  the  quality  and  utilization  of  such  services  by  creating  positions  and  com- 
pensation incentives  designed  to  attract  industry  experts.  Couldn't  we  entice  sec- 
toral "experts"  who  specialize  in  targeted  sectors  (such  as  computers,  telecommuni- 
cations, medical  electronics,  etc.),  and  have  the  ability  to  serve  the  business  con- 
stituency more  effectively  by  providing  current  and  useful  market  intelligence?  The 
Japan  External  Trade  Organization  (JETRO)  recruits  and  staffs  its  offices  with 
carefully-selected  experts  in  specific  industries.  They  provide  a  variety  of  informa- 
tion and  analyses  on  overseas  trade,  industry  sectors,  products,  and  technology.  It 
would  seem  that  we  should  examine  the  feasibility  of  instituting  a  similar  capability 
with  considerably  more  focus,  depth,  and  accuracy  than  is  currently  available. 

QUALITY  OF  THE  U.S.  EXPORT  SYSTEM 

Let  me  now  make  a  few  remarks  on  the  quality  of  the  U.S.  Export  Support  Sys- 
tem. These  are  qualitative  in  nature  and  reflect  a  considerable  number  of  inter- 
actions with  individuals  in  the  Department  of  Commerce  in  Washington  as  well  as 
the  Foreign  Commercial  Service  stationed  in  various  countries.  In  my  judgment, 
they  have  historically  tended  to  view  one  another  with  considerable  criticism.  I 
suspect  that  this  has  not  changed. 

What  suffers  the  most  is  foreign  market  intelligence.  Who  suffers  more  is  the 
small  business  that  is  considering  engaging  in  export  activity.  It  is  this  small  busi- 
ness that  has  to  rely,  sometimes  in  large  part,  on  the  integrity  and  accuracy  of  ei- 
ther the  information  provided  by  the  personnel  manning  the  country  desks  in  the 
Department  of  Commerce,  or  the  reports  generated  in  Washington  from  field  data 
gathered  by  the  commercial  officers. 

I  have  had  the  opportunity  on  a  number  of  occasions  to  examine  market  reports 
contained  in  the  National  Trade  Data  Bank  (NTDB),  particularly  from  the  point  of 
view  of  obtaining  country-specific  sectoral  information.  I  have  been  struck  by  how 
general  the  information  has  tended  to  be  and,  to  the  extent  that  it  has  been  de- 
tailed, I  have  found  it  to  be  inaccurate  or  confusing.  It  is  a  tremendous  obstacle  to 
the  small  business  attempting  to  make  a  reasoned,  if  partial,  determination  as  to 
the  suitability  of  a  particular  foreign  market  for  its  products.  By  contrast,  the  intel- 
ligence gathering  capability  of  Japanese  industrial  corporations,  including  those  of 
trading  companies  such  as  Mitsubishi  or  Marubeni,  with  liaison  offices  in  various 
parts  of  the  world,  is  considerable.  The  staffing  disparity  between  the  U.S.  govern- 
ment export  promotion  and  that  of  Japan  is  enormous.  The  National  Export  Strat- 
egy report  identified  that  in  1992  the  UJ5.  government  had  51  employees  in  Japan 
devoted  to  export  promotion.  That  same  year,  Japan  had  192  employees  in  the  U.S., 
almost  4  times  as  many.  The  German  model  of  Mittelstand  companies  is  viewed  by 
many  U.S.  executives  as  a  more  appropriate  export  model  for  U.S.  corporations. 
Considerable  market  intelligence  is  gathered  by  the  German  embassies,  banks, 
trade  associations,  and  Chambers  of  Commerce,  and  potential  export  deals  are 
funneled  to  companies  back  home  via  newsletters  and  data  bases. 
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What  can  we  do  to  improve  the  auality  of  our  foreign  intelligence  gathering  and, 
more  precisely,  what  can  we  do  to  deliver  better  market  information?  Is  it  unrealis- 
tic to  expect  that  a  greater  investment  in  resources  be  contemplated  for  gathering 
market  intelligence?  Is  it  possible  that  we  can  utilize  the  Information  Superhighway 
and  combine  market  intelligence  from  various  industry  associations  and  research  or- 
ganizations into  the  data  base  maintained  in  Washington?  I  believe  strongly  that 
it  could  and  should  be  done. 

When  I  began  to  work  with  Japan's  giant  Nippon  Electric  Company  (NEC)  back 
in  the  1970's,  I  was  startled  by  their  marketing  naivete.  I  clearly  recall  a  discussion 
with  NEC's  management  on  the  best  way  to  gain  entry  into  and  acceptance  in  the 
U.S.  market  in  the  area  of  semiconductors.  I  remember  one  of  the  executives  of  NEC 
suggestingthat  in  order  to  generate  some  initial  business  and  exposure  in  the  U.S. 
market,  NEC  should  take  out  a  full  page  ad  in  the  local  trade  press  describing  the 
microprocessor  product  to  be  introduced.  When  I  questioned  him  on  how  he  expected 
NEC  would  provide  the  U.S.  customer  with  support,  be  replied:  "We  would  have  our 
name,  our  Tokyo  address  and  phone  number  in  the  ad,  and  they  could  contact  us." 
Needless  to  say  I  took  exception  to  that  approach.  It  was  from  this  conversation  that 
my  idea  for  an  on-shore  presence  for  NEC  in  the  U.S.  came  about.  Ladies  and  gen- 
tlemen, that  conversation  took  place  only  20  years  ago.  In  the  years  since,  NEC, 
other  Japanese  companies,  a  host  of  European,  Korean,  and  other  foreign  companies 
have  become  very  sophisticated,  very  "savvy,"  and  highly  successful  in  their  market- 
ingtechniques.  Let's  give  them  a  lot  of  credit  where  credit  is  due. 

The  U.S.  industry  will  have  to  find  ways  of  competing  more  effectively  with  these 
admirable  adversaries.  This,  in  my  estimation  can  be  achieved  by  stronger  coopera- 
tion between  industry  and  the  U.S.  government,  with  quality  leadership,  commit- 
ment, and  focus. 

Thank  you  for  allowing  me  to  make  these  brief  comments  to  you  today. 

Senator  Kerry.  Thank  you  very  much  for  a  very  penetrating  and 
frank  statement — I  think  a  very  helpful  one  because  it  is  so  frank; 
and  I  think  based  on  your  experience,  it  really  helps  set  the  stage 
for  some  back  and  forth  discussion  here. 

I  am  debating  in  my  mind  whether  I  want  to  go  right  over  here 
for  a  quick  reaction  because  there  has  to  be  a  certain  reaction;  but 
before  I  do,  let  me  just  ask  you  a  couple  of  questions,  if  I  may.  And, 
Ms.  Shapiro,  I  want  you  to  jump  in  too  because  you  are  both 
coming  from  somewhat  the  same  place. 

You  are  pretty  hard  nosed  about  the  limits  of  the  government's 
ability  to  help  here,  and  you  are  pretty  hard  nosed  about  who 
ought  to  be  able  to  get  in  this  and  who  should  not. 

From  what  you  heard  from  the  previous  panel,  or  even  from  Ms. 
Larson's  testimony,  is  it  your  judgment  that  people  are  seeing  too 
much  silver  lining  in  this,  or  is  it  merely  that  we  have  to  be  more 
discerning,  more  judgmental,  a  little  more  cautious  about  who  we 
encourage  to  do  what  but  that  there  still  are  enormous  opportuni- 
ties notwithstanding?  How  would  you  summarize  that? 

Ms.  Shapiro.  Very  briefly,  I  think  there  needs  to  be  a  better 
screening  process.  I  think  that  what  we  provide  is  information 
dissemination.  I  completely  agree  that  the  quality,  the  level  of  that 
information,  is  variable  at  best.  Government  is  on  the  ground  over- 
seas, should  be  collecting  better  and  better  information. 

And  what  does  that  mean?  It  does  not  mean  general  information. 
It  means  sector  analysis,  sub-sector  analysis.  Companies  need  very 
specific  information  to  do  business.  I  think  there  are  some  compa- 
nies that  just  clearly  do  not  have  commitments  and  are  not  ready 
to  export.  Yet  all  the  hype  in  the  press  about  emerging  market 
opportunities — remember,  60  percent  of  our  callers  are  under  a  mil- 
lion dollars  in  sales.  Do  you  want  to  know  the  country  they  want 
to  know  about  doing  business  in?  China. 
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Now,  of  all  places  for  a  company  under  a  million  dollars  in  sales, 
if  they  were  going  to  start  to  export,  it  would  hardly  be  China. 

I  think  that  one  of  the  pieces  that  we  need  to  do  is  to  develop 
better  information  more  of  a  dissemination  and  the  screening 
process  needs  to  be  a  little  bit  stronger,  harder. 

I  think  that,  with  all  due  respect  to  trade  associations,  they  have 
limits.  Trade  associations  and  chambers  in  this  country  are  not 
comparable  in  any  way  to  trade  associations  and  chambers  that  are 
abroad.  They  do  not  have  the  money,  the  resources,  the  business 
commitment;  and  they  do  not  concentrate  on  international  trade. 
They  are  lobbying  groups  for  purposes  of  creating  in  Washington 
a  better  environment  for  their  companies  usually  here  and  some- 
times internationally.  But  they  are  not  comparable.  They  are  just 
not  geared  to  do  it.  They've  never  been  pushed  by  their  members 
to  do  it.  A  long  answer,  but  short. 

I  think  government  needs  to  concentrate  on  companies  that  are 
export  ready.  I  think  they  need  to  screen  those  companies  that  are 
not  and  provide  a  level  of  information  and  seminars  and  con- 
ferences and  trade  shows  so  that  people  can  basically  get  ready  to 
export.  That  is  difficult  for  government  though  because  you  have 
to  open  your  door  to  basically  everybody  who  walks  in  and  that  is 
what  takes  your  time  and  how  you  do  it  is  a  real  dilemma. 

Mr.  Koerner.  I  agree  wholeheartedly  with  Ms.  Shapiro's  com- 
ments. I  would  like  to  reinforce  one  possibility  and  I  guess  it  sort 
of  starts  from  the  top.  Recently  there  was  an  effort  put  in  place — 
and  I  compliment  Washington  for  that — of  identifying  the  10  big 
emerging  markets. 

Now,  what  I  think  we  should  be  doing  here  is  with  that  priority 
in  mind,  disseminating,  if  you  will,  that  mission  statement  across 
the  entire  infrastructure  that  supports  exports.  And  anybody  else 
that  wants  to  do  business  in  other  countries  should  be  relegated  to 
perhaps  a  different  priority.  But  if,  in  fact,  a  lot  of  the  growth  in 
export  business  is  going  to  come  from  those  big  10,  that  is  where 
the  priority  assignment  and  the  effort  should  be  placed. 

I  would  encourage  again  a  very  strong  promotional  push  and 
awareness  push  that  that  is  what  we  are  trying  to  do;  that  is  what 
we  are  trying  to  focus  on. 

Senator  Kerry.  Is  there  a  danger  in  that  if  you  look  to  limit  it 
and  you  make  this  decision  that  there  are  these  limitations  that 
you  really  deny  yourself  a  certain  amount  of  opportunities? 

When  I  was  flying  to  Hong  Kong  recently,  the  fellow  sitting  be- 
side me  in  the  airplane  was  a  local  small  businessman  from 
Massachusetts.  He  had  found  some  opportunities  in  sort  of  being 
the  middle  person  for  selling  some  toys  from  Chicago  and  else- 
where to  China,  among  other  places  in  Asia,  and  was  doing  very 
well.  He  talked  to  me  about  the  extraordinary  opportunities  that 
he  was  finding  just  stumbling  over  them  all  by  himself  as  a  small 
business  person — truly  small  business. 

I  think  it  is  probable  if  he  walked  in  under  the  criteria  that  you 
are  now  citing,  I  think  he  probably  would  have  been  turned  away. 

Mr.  Koerner.  Well,  what  we  do  not  know  is  how — you  used  the 
word  stumble  upon.  I  think  the  probability  is  that  businesses  will 
continue  to  stumble 
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Senator  Kerry.  It  was  a  function  of  intelligence.  I  say  stumbled 
on  because  the  opportunity  was  there  and  he  nappened  to  be  there, 
found  the  opportunity  by  himself,  and  managed  to  make  it  work. 
A  lot  of  people  do  not  ever  hear  of  these  opportunities  some  of 
which  are  small. 

Ms.  Shapiro.  But  there  are  levels  to  helping  people.  I  think  you 
are  talking  about  a  very  motivated  entrepreneurial  individual  who 
potentially  would  have  walked  into  a  one-stop  shop  and  got  a  lot 
out  of  it  because  he  is  committed  and  wanted  to  do  something. 

What  you  have  a  is  a  huge  amount  of  people  who  clog  your  sys- 
tem. And  I  think  that  government  will  agree  they  clog  the  system. 

People  call  Ex-Im's  800  number,  I  am  sure,  and  ask  all  kinds  of 
crazy  questions.  So  the  idea  of  herding  them,  if  you  will,  into  one 
place  where  you  can  refer  them  is  great.  The  problem,  however,  ex- 
ists that  herding  people  who  ask  questions  without  actually  under- 
standing should  they  even  be  bothering  to  go  there  is  something 
that  we  haven't  yet  come  to  grips  with.  I  haven't  heard  how  you 
are  going  to  do  the  screening  process. 

Giving  the  U.S.  Department  of  Commerce  desk  officer  who  han- 
dles information  on  a  particular  sector  a  call  from  a  businessman 
in  Ohio  who  does  not  know  anything  about  what  he  is  doing  only 
wastes  the  gentleman  or  woman's  time  in  Washington  and  is  a 
problem  and  one,  I  think,  that  has  to  be  addressed. 

I  fully  concur  that  giving  incentives  to  private  businesses  to  help 
create  industry  sector  experts,  that  is  really  what  people  need.  Fi- 
nancing absolutely,  but  you  need  industry  sector  experts  to  identify 
the  market  for  you  and  the  market  opportunities. 

One  thing  I  must  say,  I  have  to  give  a  plug  for  Commerce.  Susan 
Schwabb  worked  very  hard  to  set  standards  for  the  market  infor- 
mation reports  that  come  out.  And  if  anybody  has  tracked  that  in- 
formation from  1988  to  what  is  now  available  in  1994,  there  is  no 
comparison. 

What  has  not  occurred  is  the  ability  to  really  turn  out  that  infor- 
mation quickly  in  targeted  markets  where  it  is  going  to  help.  The 
fact  that  there  is  a  telecommunications  report  for  opportunity  in 
Germany  is  2  years  old — and  that  is  the  most  recent  report. 

Senator  Kerry.  Let's  have  our  friends  from  Washington  respond, 
whoever  wants  to  leap  into  this. 

Ms.  Haley.  Mr.  Chairman,  I  fully  agree  with  Ms.  Shapiro  when 
she  talks  about  the  dissemination  of  information.  I  was  a  State  offi- 
cial handling  export  development  for  the  State  of  Arkansas  for  12 
years.  My  biggest  frustration  was  being  inundated  by  government 
information  that  I  didn't  know  what  to  do  about.  I  believe  that  she 
made  a  statement  that  we  need  qualified  information  when  we 
need  it.  Unfortunately,  many  times  the  information  arrived  when 
we  still  did  not  need  it.  And  when  we  needed  information,  the  in- 
formation was  2  or  3  years  old.  So  the  problem  is  there:  Dissemina- 
tion of  the  information  in  a  timely  manner. 

Senator  Kerry.  I  am  always  baffled  by  that.  I  mean,  I  don't  un- 
derstand why  that  is  such  a  problem.  You  have  inherited  this  prob- 
lem, so  I  am  not  blaming  you  for  it,  but  it  is  such  a  sign  of  fun- 
damental inefficiency.  No  wonder  everybody  sits  there  and  says 
"the  government  is  a  waste  of  time."  It  just  seems  incomprehen- 
sible to  me  that  people  are  sending  out  2  or  3  year-old  information. 
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Ms.  Shapiro.  That  is  all  that  we  have. 

Senator  Kerry.  Then  why  send  it  out? 

Ms.  Shapiro.  Because  there  are  some  elements  that  are  valuable. 
The  reality  is  markets  change;  but  some  markets,  they  do  not 
change  very  much  at  all. 

Senator  Kerry.  In  today's  world  that  is  almost  useless. 

Mr.  Koerner.  That  is  correct. 

Ms.  Shapiro.  That  is  absolutely  correct. 

Ms.  Haley.  Right  now  the  census  information,  how  old  are  they? 

Ms.  Shapiro.  I  believe  it  is  1988,  1987  maybe.  For  example,  we 
have  4,500  reports  in  our  export  hotline.  We  cover  78  countries.  We 
get  people  who  call  the  hotline  all  the  time  and  say  "well,  I  don't 
really  fit  that  industry  sector.  I  am  much  more  micro  than  that." 
Well,  our  service  disseminates  publicly  available  information.  It  is 
a  big  step  forward,  but  it  is  limited. 

Senator  Kerry.  Now,  your  information  is  not  linked  to  the 
NTDB? 

Ms.  Shapiro.  No,  we  use  the  NTDB. 

Senator  Kerry.  The  query  does  not  set  up  the  possibility  of  the 
very  kind  of  confusion  we  are  trying  to  eliminate?  Should  not  this 
be  part  of  the  NTDB? 

Ms.  Shapiro.  The  NTDB,  as  I  understood  the  intention  of  the 
NTDB,  it  was  an  export  tool  for  counseling  to  make  it  easier  to 
eliminate  somebody  calling,  say,  a  regional  office  of  Commerce  and 
asking  for  information  and  waiting  8  weeks  to  get  a  report;  but  ac- 
tually it  was  supposed  to  facilitate  those  offices  in  getting  their  in- 
formation out  faster,  and  it  was  supposed  to  be  used  by  companies 
to,  in  fact,  repackage  and  make  it  user  friendly. 

So  from  our  perspective,  we  have  set  up  a  service  that  is  under- 
written by  the  private  sector,  so  that  basically  the  private  business 
community  can  use  it  and  get  what  information  is  available  both 
on  government  programs  as  well  as  private  information  that  we 
have  built.  Our  service  is  relying  less  and  less  on  government  infor- 
mation and  now  relies  more  and  more  on  private  information  be- 
cause we  are  really  finding  that  government  information  is  not 
keeping  up  with  where  the  market  is  going.  So  information  collec- 
tion is  a  huge  problem. 

Government  should  be  the  entity  to  basically  do  this  because  that 
is  very  costly  for  small  company  to  do.  It  is  the  first  barrier.  When 
a  company  like  Motorola  calls  our  service  300  times  in  the  course 
of  4  months,  you  know  that  the  big  companies  know  that  they  are 
going  to  grab  every  piece  of  information  they  can.  Smaller  compa- 
nies do  not  even  have  anyone  dedicated  to  call  our  service  300 
times.  So  they  need  to  make  1  call  or  2  calls  or  3  calls  and  at  least 
get  the  information  they  need  on  their  desks. 

So  is  it  confusing  that  a  private  company  set  up  its  own  number? 
Well,  candidly,  we  were  down  in  Washington  talking  to  ITA  in 
1989  before  they  put  the  NTDB  on.  And  we  were  asked  to  make 
a  presentation  on  this  service  which  they  knew,  in  fact,  was  going 
to  be  a  private/public  venture.  And  we  talked  to  them  about  their 
dissemination  and  whatever.  Six  months  later  Commerce  launched 
its  1-800  U.S.A.  trade  number  after  basically  the  private  sector 
had  launched  its   1-800  U.S.A.  export  number.  We  worked  very 
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hard  for  a  year  to  get  Congress  to  believe  we  are  not  competition. 
We  actually  deliver  the  information. 

So  you  are  not  going  to  be  able  to  stop  the  private  sector  from 
getting  in  and  creating  better  access  to  information.  What  should 
happen  is  that  the  public  sector  should  take  a  look  at  those  private 
ventures  and  say  "gee,  they  are  not  asking  me  for  money;  all  they 
are  asking  for  is  information;  so  why  don't  I  put  out  what's  public 
information  anyway  through  them." 

Senator  Kerry.  Any  further  comments  before  we  open  to  any 
questions? 

Ms.  Fisher.  Well,  a  couple  of  things  I  would  like  to  address.  Ba- 
sically you  are  talking  about  the  promotional  and  the  informational 
sides  of  the  issue.  But  believe  it  or  not,  you  face  the  same  problem 
on  delivering  the  finance  side  of  it  too.  You  have  a  mindset  that 
always  has  to  collect  all  of  the  specific  things  before  they  can  deal 
with  it.  You  have  a  skill  base  in  international  export  financing  that 
is  very  low.  How  are  you  going  to  overcome  all  these  things  that 
are  clogging  the  Federal  system? 

A  couple  of  things  that  we  are  proposing,  and  I  want  you  to 
watch  this — especially  you,  Abby — in  the  financing  side.  We  are 
doing  training.  I  call  them  swat  teams.  We  are  going  to  go  out  in 
twos  and  threes  that  know  what  we  are  doing.  And  we  will  have 
the  private  sector  with  us,  by  the  way.  That  is  one  of  the  things 
that  I  have  depended  on  in  the  last  10  years  that  really  says  this 
is  what  you  have  got  to  watch  for,  someone  who  knows  LCs  and 
knows  the  dangers  of  certain  covenants  in  there  that  are  difficult. 

To  help  that,  we  are  going  to  go  out  and  do  the  hand  holding 
where  we  have  our  first  shops  anyway  in  these  4  cities.  We  have 
identified  6  other  cities — and  Boston  is  going  to  be  one  of  them — 
for  concentrating  on  delivering  export  finance. 

How  are  we  going  to  do  it  when  we  are  not  there,  when  we  have 
loan  officers  who  we  haven't  trained  and  really  don't  know?  We  are 
going  to  set  up  a  mentor  system.  And  this  will  be  made  up  of  the 
private  industries  in  that  particular  area.  We  are  not  really  talking 
about  SCORE  here.  We  are  talking  about  active  people  in  the 
industry  who  know  how  to  provide  that  support. 

One  of  the  things  that  I  found  out  that  was  a  surprise  to  me, 
they  said,  well,  from  Boston,  John  Joyce  isn't  going  to  call  you  and 
say  "Irene,  I  have  this,  what  do  you  think"  because  he  doesn't  want 
you  to  know  what  he  does  not  know.  Well,  we  will  make  somebody 
else  here  a  mentor.  He  can  go  to  that  mentor  and  say  "look  at  what 
I  have  got  here;  how  do  I  deal  with  this."  The  mentor  will  provide 
that  support. 

Now,  the  mentor  will  come  through  the  ACE  program  in  SCORE. 
That  is  something  that  is  involved  with  it.  We  are  hoping  that  this 
pilot  part  will  fill  a  niche  that  isn't  there  right  now.  So  along  with 
your  information  side,  we  are  coming  in  with  a  technical  side  which 
we  hope  has  as  many  innovative 

Ms.  Shapiro.  I  think  that  is  wonderful.  I  think  mentoring  is 
something  that  works  successfully.  I  think  one  mentor  model  that 
you  might  want  to  consider  is  mentoring  vertically  within  an  indus- 
try so  that  you  create  a  supply  chain,  which  is  much  better  than 
mentoring  in  any  way  horizontally. 
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The  other  part  of  that  is — and  I  would  pose  this  to  all  of  you — 
given  the  fact  that  we  deal  with  government  information  a  lot,  and 
we  know  where  the  pockets  of  information  are,  and  we  make  it  our 
business  to  find  it  and  try  to  make  it  useful  to  the  business 
community  and  get  it  out;  now  are  you  going  to  tell  the  business 
community  that  you  have  all  these  wonderful  new  programs? 

We  have  a  section,  for  example,  of  government  assisted  pro- 
grams. Honestly,  it  does  not  get  a  whole  lot  of  play  in  our  system. 
We  list  all  our  programs,  we  say  what  SBA  does,  and  we  do  it  in 
a  way  that  we  think  makes  sense  to  people — financing,  market- 
ing—so that  we  do  not  say  Commerce.  Nobody  really  knows  all  the 
things  that  Commerce  does;  but  if  Commerce  does  marketing,  then 
that  is  where  they  are  or  market  research. 

Where's  the  promotion  side  of  this  so  that  people  know  about 
those  one-stop  shops  so  that  people  come  in  the  door?  I  just  haven't 
heard  that  and  I  am  curious. 

Ms.  Wolfe.  We  have  just  restructured  or  reorganized.  I  am  from 
an  office  called  Economic  Development.  International  Trade  is  one 
of  the  programs  that  reports  into  it.  This  entire  restructuring  will 
go  down  through  our  field  level  to  our  68  districts.  There  will  be 
economic  development  specialists;  and  they  will  be  generalists  who 
know  all  of  our  programs,  who  find  the  deals,  who  market  the  pro- 
grams. So  we  are  in  the  beginning  stages  of  this,  but  we  really  are 
trying  to  answer  the  questions  that  you  have  raised. 

We  also  have  something  called  SBA  On-Line.  Any  business  in  the 
country  can  dial  in  and  find  out  about  all  of  our  programs  and 
other  government  programs.  We  also  have  business  information 
centers  that  we  now  have  in,  I  think,  8  cities.  We  have  10  more 
ready  to  open.  We  hope  to  put  these  in  every  city  in  the  country 
where  all  of  our  business  development  or  marketing  sides  are  right 
there  together  with  the  computers,  with  programs,  with  counselors, 
and  so  forth. 

Our  administrator  is  very  fond  of  saying  he  is  trying  to  bring  us 
into  the  20th  century  before  we  get  into  the  21st  century.  We 
acknowledge  shortcomings,  but  we  would  also  like  to  say  we  are 
trying  to  catch  up. 

Senator  Kerry.  Are  there  any  questions  from  the  audience  at 
this  point  for  the  panel? 

Audience  Member.  Yes.  My  name  is  Maureen  Drew,  and  I  am 
the  manager  of  the  World  Trade  Institute  here  at  the  World  Trade 
Center,  Boston. 

What  the  Institute  does  as  part  of  the  World  Trade  Center's  asso- 
ciation, is  we  fill  a  charter  to  provide  international  education  and 
other  services  to  small  and  mid-sized  businesses. 

As  a  facility  we  have  been  working  very  hard  to  be  among  the 
next  group  of  destinations  for  a  one-stop  shop.  When  we  learned  at 
one  point  that  New  England  may  be  designated,  we  then  enlisted 
the  support  of  the  New  England  Council  to  help  us  promote  the 
idea  of  a  one-stop  shop  throughout  New  England.  And  we  have 
been  working  very  aggressively  with  Commerce  and  different 
groups  to  be  among  one  of  the  next  sites  designated. 

I  am  just  curious,  from  the  presenters  here  today  if  there  is  some 
ideas  that  you  could  give  to  help  us  secure  our  position  among  the 
next  facilities  to  be  designated. 
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Ms.  Fisher.  As  part  of  the  information  disseminating  activity, 
the  Trade  Promotion  Coordinating  Committee  has  a  working  group 
comprised  of  Ex-Im,  SBA,  and  Department  of  Commerce.  And  I 
swear  they  meet  3  times  a  week  because  I  have  been  over  there 
3  times  a  week. 

Each  one  of  the  agencies  has  developed  criteria,  and  we  submit- 
ted what  we  consider  the  next  10  sites  that  our  agency  would  be 
interested  in.  Those  went  forward  approximately  a  month  ago;  and 
they  were  based  on  what  type  of  export  community  do  you  have 
now,  what  type  of  banking  community,  and  what  type  of  delivery 
systems  for  the  finance  side  is  what  we  were  looking  at  at  SBA. 

I  can  assure  you  that  with  what  I  have  heard  today,  that  you  cer- 
tainly fit  some  criteria.  I  don't  know  how  the  final  decision  will  be 
designated,  which  cities  will  be  designated,  but  I  do  know  that  it 
will  probably  be  in  the  next  few  weeks  that  they  will  be  identified. 

Audience  Member.  We  had  an  association  meeting,  and  we 
talked  about  the  hub  and  spoke  idea  with  the  one-stop  snops  doing 
some  satellite  offices  and  then  a  more  staffed  facility  in  the  region. 
Is  that  still  happening? 

Ms.  Fisher.  That  is  certainly  part  of  the  discussion  because  how 
are  you  going  to  deliver  all  those  shops  with  a  limited  personnel — 
the  downsizing  of  Federal  service.  You  have  to  use  everybody  you 
have.  So  the  hub  and  spoke  seems  like  a  good  system  where  you 
could  utilize  your  partners,  your  SBA's,  your  other  facilities. 

Senator  KERRY.  I  want  to  finish  this  panel  after  this  question. 
We  will  have  more  questions  later,  but  I  do  want  to  try  to  stay  in 
our  time  limit. 

Audience  Member.  I  have  a  comment  rather  than  a  question.  I 
work  for  the  trade  development  unit  of  Massport.  And  I'd  like  to 
add  a  comment  regarding  the  newly  formed  Export  Center  that  we 
are  a  part  of.  It  addresses  some  of  the  issues  raised. 

The  Export  Center  is  designed  to  take  a  two-tier  approach  that 
was  talked  about  earlier.  The  Export  Center  will  have  a  first  filter- 
ing function  where  it  will  pass  on  to  the  trade  specialists  for  pro- 
active promotion  in  certain  selected  industry  areas  those  companies 
that  seem  most  ready  to  participate  in  it  and  at  the  same  time  will 
provide  information  to  the  beginners  in  a  n  on  -paternalistic  way- 
provide  the  information  they  need  to  better  evaluate  their  opportu- 
nities and  then  move  along  with  that  to  the  next  stage  where  they 
will  be  again  passed  on  to  the  pro-active  programs. 

Also,  there  is  a  twist  on  the  information  dissemination  issue  that 
we  have  initiated  with  MISER  from  the  University  of  Massachu- 
setts and  a  program  called  Access  where  companies  that  do  not 
have  perhaps  the  staff  to  call  300  times,  as  Ms.  Shapiro  said,  can 
tell  us  what  they  are  interested  in,  and  they  will  be  automatically 
notified  by  fax  or  phone  when  a  particular  trade  lead  in  a  particu- 
lar area  comes  through  that  they  have  designated  of  interest  to 
them.  So  there  is  an  automatic  referral  aspect  based  on  their 
specific  interest. 

That  is  a  couple  ways  we  are  trying  to  tailor  our  programs  to 
address  some  of  these  issues  that  were  raised  earlier. 

Senator  Kerry.  Thank  you  very  much.  I  happen  to  agree  that 
this  question  of  marketing  is  left  out  at  the  outset,  and  I  think  it 
remains  a  very  significant  issue.  I  know  you  are  working  toward 
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it,  but  I  think  we  are  going  to  have  to  really  think  hard  about  how 
we  are  going  to  maximize. 

There  is  a  proliferation  of  trade  group  here,  trade  group  there, 
this  combined,  that  joint  venture,  this  private  effort,  that  public  ef- 
fort. And  we  want  to  be  careful  that  we  do  not  have  a  problem  of 
such  a  diversity  that  it  becomes  hard  for  all  those  people  to  know 
what's  the  best  entities,  who  is  really  going  to  get  my  question  an- 
swered, which  is  why  the  one-stop  shop  capacity  becomes  even 
more  critical,  and  it  is  very  important  that  it  becomes  the  informa- 
tion center  it  is  supposed  to  be  and  wise  judger  of  who  ought  to 
go  where  and  how  rapidly  to  move  that  out.  There  is  going  to  have 
to  be  a  good  body  of  expertise  and  a  rapid  turnover  there  to  make 
any  of  this  work. 

I  was  going  to  wrap  it  up,  but  I  have  one  more  question.  Let  me 
come  down  to  your  figures  again.  Four  percent  of  the  trade  is 
wrapped  up  in  how  many  companies — 64  was  it? 

Ms.  Shapiro.  I  have  to  back  myself;  just  a  second.  It's  84 
percent. 

Senator  Kerry.  Yes,  90,000  exporters  are  4  percent,  and  then 
you  should  have  a  very  few  that  constitute  your  96  percent.  How 
many  was  that? 

Ms.  Shapiro.  If  you  take  a  look  at  where  100  percent  of  your  ex- 
ports are  coming,  2,000  companies  do  84  percent  of  the  exports — 
OK — 10,000  account  together  for  all  of  the  exports,  but  there  are 
about  12,000  exporters  that  account  for  most  of  the  exporters  in  the 
country. 

Senator  Kerry.  Ninety-six  percent. 

Ms.  Shapiro.  Right. 

Senator  Kerry.  And  the  4  percent  is  with  90,000  exporters, 
which  are  small  or  medium-sized? 

Ms.  Shapiro.  Yes. 

Senator  Kerry.  You  cannot  ignore  that.  They  would  be  only  4 
percent. 

Ms.  Shapiro.  But  that  is  a  very  funny  figure.  It  is  often  oppor- 
tunistic exporters.  These  people  do  not  have  a  long-term  commit- 
ment to  export.  So  over  time  they  will  not  sustain  jobs  or  growth. 

Senator  Kerry.  When  you  come  down  to  the  3.9  million  that  you 
say  could  export,  how  was  that  arrived  at? 

Ms.  Shapiro.  If  you  take  a  look  at  how  many  companies  are  out 
there  that  are  manufacturing  companies  or  companies  with  a  serv- 
ice they  could  sell — not  the  20  million  businesses  that  exist  in  the 
United  States — but  these  are  companies  that  have  a  product  or  a 
service  that  are  now  growing  with  a  potential  to  take  a  look  at  a 
foreign  market. 

Senator  Kerry.  It  seems  to  me  that  part  of  the  marketing  has 
to  really  target  those  3.9  million  in  a  very  sophisticated  way.  There 
has  to  be  some  thinking  about  how  you  are  going  to  focus  on  them. 
The  others  are  going  to  take  care  of  themselves. 

Ms.  Shapiro.  Many  of  them  would.  It  could  help  them  do  more. 
That  was  really  the  purpose  and  I  was  delighted  to  be  asked  to 
come  todav  because  rather  than  confusion,  I  think  that  the  govern- 
ment needs  to  take  a  look  at  all  of  the  different  ways  to  get  at  least 
basic  information  it  needs  to  become  better,  but  basic  information 
into  the  private  sector  at  very  little  cost. 
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If  I  were  to  tell  you  what  it  costs  our  sponsors  of  this  export  hot- 
line to  keep  a  level  of  1,000  calls  a  day  coming  into  the  service, 
they  spend  hundreds  and  hundreds  of  thousands  of  dollars  to 
market  the  service. 

We  have  just  set  up  a  regional  program.  Boston  Edison,  for  ex- 
ample, has  just  become  a  regional  sponsor.  Why?  So  we  can  do  the 
grass-roots  marketing  that  needs  to  be  done  to  get  people  to  know 
about  information. 

If  you  could  actually  set  up  one-stop  shops  where  you  could  really 
screen  people  and  not  have  to  take  care  of  their,  "very  basic  infor- 
mational needs,"  it  would  free  government  up  to  do  what  it  should 
do;  to  counsel  and  to  collect  better  information  to  do  the  screening 
process.  Hand  holding  for  export  financing  is  critical.  Somebody 
cannot  do  that  on  their  own. 

Ms.  Fisher.  Could  I  just  add  one  thing  here;  that  part  of  your 
commitment  by  your  exporters  is  not  that  they  do  not  want  to 
make  it.  They  do  not  have  the  financial  resources.  So  if  you  get  the 
working  capital  to  them,  you  are  going  to  increase  the  commitment 
automatically.  They  want  to  export,  but  they've  got  to  meet  payroll 
and  all  these  things.  They  are  not  going  to  pay  quarters  they 
cannot  deliver. 

Ms.  Shapiro.  There  is  a  whole  process  that  happens  before  they 
do  that,  which  is  they've  identified  a  market  and  they  have  a 
buyer.  That  is  a  big  piece  of  what  has  to  happen.  You  have  to  have 
somebody  to  sell  to. 

Mr.  Koerner.  One  quick  comment  on  the  statement  you  just 
made:  If  they  are  at  the  stage  where  they  are  so  limited  in  their 
resources,  then  perhaps  the  screening  process  should  address  the 
specific  but  perhaps  unpleasant  point  you  should  not  be  thinking 
about  exporting  at  this  stage.  Maybe  there  should  be  a  learning 
process,  maybe  there  should  be  some  threshold  of  well-being,  of 
strength,  perhaps  the  demonstration  that  you  are  successful  in 
your  own  domestic  market,  or  something  which  will  allow  the  com- 
pany to  grow  to  the  next  level  of  capability  where  it  can  be  a 
successful  exporter. 

I  think  again  it  addresses  the  issue  that  we  are  not  screening 
properly  and  perhaps  a  reasonably  precise  degradation  level  of  po- 
tential exporters  by  size  or  some  other  parameters — experience, 
how  much  have  they  done,  and  they  need  to  kick  up  to  the  next 
level.  Those  are  the  kinds  of  things  that  should  be  worked  on.  This 
will  go  a  long  way  towards  making  the  Export  Center,  the  one-stop 
shops,  more  successful. 

They  have  to  be  able  to  deliver  on  the  promise.  If  they  do  not 
deliver,  then  very  quickly  we  are  going  to  wind  up  in  the  same  sit- 
uation of  believing  that  Washington  is  getting  in  the  way,  and  we 
are  only  shuffling  bureaucrats  around,  and  that  is  all  it  is. 

So  the  quality  of  service,  the  quality  of  data,  the  analysis  of  data 
are  all  the  things  that  we  need  to  do  to  make  those  centers 
successful. 

Senator  Kerry.  On  that  note,  I  want  to  thank  you  very  much. 
This  is  very,  very  helpful.  The  one  thing  we  haven't  talked  a  lot 
about  is  credit  within  this  structure.  Information  is  one  piece;  cred- 
it is  another.  We  are  going  to  get  into  that  in  the  next  panel,  so 
if  the  next  panel  will  come  forward. 
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I  am  delighted  to  introduce  Larry  Meyers,  president  of 
Cambridge  Trading  Services  Corp.,  which  is  geared  towards  servic- 
ing smaller  companies'  trade  financing.  They  nave  a  portfolio  today 
of  some  $10  million  in  transactions  mat  it  is  financing  for  its  cli- 
ents, and  those  amounts  range  from  $10,000  to  over  $1  million. 

In  addition,  Mr.  Bennett  Schwartz  is  senior  vice-president  and 
manager  of  the  International  Trade  Services  Department, 
BayBank,  Boston.  He  has  responsibility  for  the  sale  of  New  Eng- 
land exporters  and  importers  and  international  banking  services 
such  as  export  financing,  letters  of  credit  collection  of  payments. 

So  we  can  really  get,  I  think,  a  good  picture  of  the  finance  prob- 
lems that  we  face  and  some  of  the  opportunities  that  are  in  front 
of  us.  Gentlemen,  if  I  could  ask  you  to  summarize  your  notes,  I 
think  that  will  give  us  a  little  more  time  for  some  back  and  forth 
discussion  here.  I  am  appreciative  to  you  for  your  patience  as  well 
as  being  here.  Mr.  Meyers,  do  you  want  to  lead  off? 

STATEMENT  OF  LAWRENCE  MEYERS,  JR.,  PRESIDENT, 
CAMBRIDGE  TRADING  SERVICES  CORP. 

Mr.  Meyers.  Sure.  Thank  you  for  having  me  here  today.  I  have 
been  asked  to  address  the  question  of  whetner  or  not  a  small  busi- 
ness export  credit  crunch  exists.  If  the  question  were  rephrased, 
"do  small  businesses  have  difficulty  obtaining  export  financing 
from  banks,  even  with  the  existence  of  various  government  pro- 
grams designed  to  facilitate  this  such  financing,"  the  answer  would 
be  a  very  definitive,  "yes." 

As  an  alternative  provider  of  trade  financing  services,  I  see  vir- 
tually unlimited  demand  for  trade  finance  services  from  companies 
unable  to  secure  trade  financing  from  banks.  No  conference  ori- 
ented to  trade  finance  matters  would  be  complete  without  a  fair 
amount  of  "bank  bashing"  as  the  participants  vent  the  frustrations 
that  they  have  experienced  in  seeking  export  financing  from  banks. 
I  will  parenthetically  state  that  I  would  say  they  bash  you  guys 
too. 

With  this  as  a  preamble,  you  may  think  that  I  wish  to  join  in 
the  chorus  of  those  critical  of  the  export  finance  practices  of  banks 
and  government  programs.  In  fact,  I  do  not.  Rather,  I  think  it  is 
important  to  examine  exactly  what  type  of  small  businesses  are 
seeking  trade  financing,  for  what  type  of  transactions,  and  to  con- 
sider how  best  to  service  this  population  via  banks  and  other 
means. 

While  the  U.S.  Department  of  Commerce  will  be  releasing  new 
data  in  1995,  their  1987  data  offers  some  interesting  insights  into 
who  exports  and  who  needs  financing:  In  all  industries,  over 
104,000  companies  exported. 

Of  that  number — and  this  is  very  important  because  I  think  it 
is  an  understated  assumption  here  that  most  exporters  are  manu- 
facturers—only 35.7  percent  were  classified  as  manufacturers.  The 
balance,  63.3  percent,  were  classified  as  wholesalers.  This  includes 
trading  companies  and  other  firms  that  sell  a  finished  product  that 
they  did  not  manufacture.  This  also  includes  contractors. 

In  terms  of  dollars,  the  manufacturers,  however,  did  account  for 
56  percent  of  the  exports.  More  importantly,  agreeing  with  Abby, 
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80    percent    of   the    exports    were    done    by    the    10,000    largest 
companies  in  the  United  States. 

While  it  is  likely  that  the  above  figures  will  show  more  exporting 
from  small  companies  when  the  new  data  is  published  in  1995, 
those  statistics  are  very  significant.  Specifically,  banks  oriented  to 
trade  finance,  as  a  matter  of  good  business  practice,  historically  fo- 
cused on  the  export  customers,  who  needed  financing;  i.e.,  Boeing, 
Westinghouse,  and  the  like. 

But  today,  the  press  would  tell  us  the  trade  is  a  hot  issue  for 
business  of  all  sizes.  Phrases  such  as  world  markets,  global  com- 
petitiveness, GATT,  and  NAFTA  are  as  likely  to  be  found  on  the 
pages  of  Inc.  Magazine  as  Fortune. 

Small  business  has  stretched  the  envelope,  creating  a  new  de- 
mand for  services  in  the  area  of  trade  finance  that  presents  a  very 
different  profile  from  the  trade  finance  requirements  of  larger 
firms. 

Let's  look  at  the  types  of  banks  that  small  firms  may  deal  with 
in  the  area  of  trade  financing. 

Certainly,  qualified  small  businesses  are  obtaining  financing 
from  their  local  banks  for  their  domestic  requirements.  However, 
many  local  banks  have  no  experience  in  trade  documentation  or  let- 
ters of  credit,  documentary  collections,  and  the  like,  nor  do  they 
have  a  network  of  foreign  correspondents.  They  generally  do  not 
offer  trade  finance  services. 

Large  money  center  banks  are  not  structured  to  serve  the  needs 
of  the  small  exporter.  They  are  focused  on  the  traditional  large  cus- 
tomer. They  certainly  possess  all  of  the  departments  necessary  to 
service  any  exporter,  but  they  look  for  larger  deals. 

In  addition,  many  banks  today  are  highly  stratified  in  their  mar- 
keting, dividing  their  lending  operations  along  customer  size.  How- 
ever, the  international  department  in  many  banks  remains  a  cen- 
tralized utility,  and  as  I  have  been  told  on  several  occasions  by 
bankers  in  these  international  departments,  the  small  business 
lending  groups  do  not  always  have  access  to  the  full  ranges  of 
services  that  the  international  department  has  to  offer. 

This  week  is  National  Small  Business  Week,  and  the  kick  off 
event  is  trade  oriented,  but  one  must  be  cautious.  Exporting  is  not 
the  correct  strategy  for  every  small  business,  regardless  of  the 
relative  availability  of  trade  finance. 

Banks  as  well  as  alternative  financing  entities  such  as  Cam- 
bridge Trading  Services  are  presented  with  an  endless  stream  of 
high  risk  transactions  that  should  more  properly  go  in  search  of  eq- 
uity rather  than  debt  financing.  Moreover,  small  business  that  has 
not  looked  to  develop  markets  in  Indiana  should  perhaps  not  look 
to  develop  markets  in  India. 

But  small  companies  do  generate  what  I  believe  to  be  quality 
transactions  requiring  especially  short-term  financing.  And  I  am 
going  to  use  four  examples  as  a  way  to  indicate  the  type  of  financ- 
ing problems  that  people  may  come  across.  They  are  as  follows: 

A  firm  has  a  credit  line  from  a  major  local  bank  which  it  uses 
in  the  course  of  its  domestic  business.  It  will  require  a  substantial 
short-term  increase  in  its  credit  facility  to  fill  an  order  received 
from  U.S.A.I.D.,  an  agency  of  the  U.S.  Government,  for  delivery  of 
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products  to  the  Middle  East.  Payment  will  be  made  by  the  U.S. 
Government,  and  the  financing  will  be  needed  for  about  1  month. 

Second,  a  firm  that  deals  in  used  Caterpillar  tractor  equipment 
receives  an  order  and  a  letter  of  credit  payable  after  proof  of  ship- 
ment to  Thailand.  They  present  this  proof  in  the  form  of  documents 
to  a  bank  in  New  York.  However,  they  must  pay  for  the  equipment 
before  they  move  it  from  the  Michigan  location  in  which  they 
bought  it.  The  financing  will  be  required  for  only  60  days. 

A  contractor  obtains  a  contract  to  provide  and  install  sound  ab- 
sorbent wall  coverings  for  a  major  Middle  Eastern  corporation.  The 
firm  needs  $70,000  to  purchase  the  materials  against  a  letter  of 
credit. 

A  small  systems  house  obtains  an  order  to  deliver  a  planetarium 
to  an  exhibit  at  the  World's  Fair  in  Seville,  Spain.  The  firm  re- 
quires working  capital  to  buy  the  necessary  components  to 
integrate  prior  to  production.  Production  time  is  90  days. 

My  company  was  presented  with  each  of  these  transactions  and, 
in  fact,  we  financed  3  of  them.  Understanding  why  we  rejected  1 
and  funded  the  other  3  can  serve  to  illustrate  the  export  credit 
problems  facing  small  businesses. 

Each  of  the  above  transactions  was  presented  to  at  least  one 
bank  with  no  success,  but  consider  each  case  from  the  bank's  point 
of  view. 

Banks  generate  revenue  from  3  sources:  Deposits,  fees,  and  inter- 
est. In  judging  any  lending  relationship,  the  bank  snould  assess  the 
overhead  and  other  direct  costs  it  must  allocate  to  make  the  credit 
decision  and  to  manage  the  relationship  in  order  to  show  a  profit. 

For  example,  to  finance  $500,000  for  the  U.S.A.I.D.  transaction 
that  I  mentioned,  interest  and  fees  might  yield  a  bank  $3,500  to 
$4,000  for  30  days.  However,  when  you  consider  the  due  diligence, 
legal  fees,  other  direct  cost  to  the  bank  associated  with  making 
their  credit  decision,  pro  or  con,  on  this  transaction,  it  is  not  likely 
to  be  a  very  good  use  of  their  resources. 

Thus,  one  problem  that  small  businesses  face  in  dealing  with 
banks  is  that  their  transactions  often  do  not  represent  profitable 
business,  regardless  of  the  security  in  the  transaction.  They  are 
either  too  small  or  of  a  non -repetitive  nature. 

Even  when  the  small  business  is  a  manufacturer,  they  often  seek 
trade  financing  before  they  develop  a  stream  of  business  that  can 
justify  the  up-front  cost  that  a  bank  must  make  to  embark  on  a 
financing  relationship.  This  is  especially  true  if  the  additional  over- 
head of  seeking  an  Ex-Im  guarantee  is  added. 

Assuming  the  profitability  hurdle  is  surmounted,  another  prob- 
lem exists.  Banks  are  structured  to  evaluate  credit  with  regard  to 
the  financial  condition  of  the  borrower  as  indicated  by  balance 
sheet  strength,  fixed  assets,  cash  flows,  collateral,  and  other 
objective  criteria. 

If  a  company  does  not  present  an  acceptable  profile,  it  matters 
little  if  the  underlying  business  is  domestic  or  export.  It  is  in  this 
area,  where  Ex-Im  and  SBA  programs  can  play  the  greatest  role, 
adding  to  the  strength  of  the  company's  financial  profile  with  credit 
guarantees  or  insurance. 

The  criticism  of  government  programs,  State  and  Federal,  that  I 
have  heard  is  that  it  is  as  difficult  to  get  a  guarantee  from  a  gov- 
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eminent  program  as  it  is  to  get  financing  from  a  bank.  It  is  a 
"Catch  22."  You  can  only  get  a  guarantee  if  your  financial  condition 
is  such  that  you  would  not  need  the  guarantee  to  secure  bank  fi- 
nancing. 

But  returning  to  my  examples,  in  all  of  our  cases  the  companies 
had  credit  relationships  with  their  banks,  based  upon  standard 
credit  criteria.  Should  the  credit  have  been  raised  to  accommodate 
these  transactions  because  they  were  export  oriented?  And  could 
Ex-Im  or  SBA  be  employed  in  a  timely  fashion  to  augment  the 
credits?  The  answer  historically  has  been  no. 

Small  businesses  can  and  do  move  quicker  than  large  companies 
when  confronted  with  an  opportunity.  I  agree  very  much  with  what 
Mr.  Koerner  said  about  the  opportunistic  companies.  However,  for 
many  of  these  opportunistic  exporters,  such  as  this  gentleman  that 
you  met  on  the  airplane,  develop  good  long-term  business.  You 
have  to  start  somewhere  and  very  often  you  start  with  one  deal. 
Often  the  paperwork  and  time  associated  with  the  bank  financ- 
ing is  a  disincentive  to  small  firms  in  need  of  trade  financing. 

Why  did  we  fund  these  transactions  when  banks  do  not?  We 
funded  them  because,  unlike  a  bank,  we  are  structured  to  look  at 
the  transaction  as  an  entity  rather  than  the  company  as  an  entity. 
We  are  structured  to  finance  individual  transactions  rather  than  to 
operate  in  the  context  of  a  broader  credit  relationship. 

Our  staff  is  populated  with  individuals  with  a  trading  rather 
than  a  banking  background.  Our  criteria  for  financing  are  quite 
simply  different;  not  better,  not  worse,  just  different  than  that  of 
a  bank.  This  approach  also  allows  us  to  make  rapid  decisions  and 
take  rapid  action. 

We  primarily  look  at  two  factors  in  a  transaction:  What  is  the 
security  of  the  payment  from  abroad,  and  can  we  insure  that  all 
the  cash  in  a  transaction  flows  through  us,  liquidating  our  position 
before  funds  are  returned  to  the  exporter? 

The  second  point  is  important  because  we  finance  transactions 
without  lending  money.  This  requires  different  staffing  than  a 
bank.  We  need  to  have  expertise  with  logistics  generation  rather 
than  review  of  export  documents  and  grass-root  trading  experience. 
In  the  U.S.A.I.D.  transaction,  we  bought  the  product  from  the  cli- 
ent for  $500,000  and  coordinated  the  shipping,  documents,  and 
payment  procedure  with  the  client.  Payment  was  made,  following 
review  of  the  export  documents  by  the  U.S.A.I.D.  office  in  Egypt, 
via  the  delivery  of  a  U.S.  Treasury  check  to  an  Egyptian  agent.  The 
agent  was  agreed  upon  by  ourselves  and  the  client  in  advance.  The 
check  was  sent  to  us  by  the  agent,  made  out  to  the  client,  and  upon 
receipt  of  the  check,  our  client  endorsed  it  to  us.  We  retained  our 
$500,000  plus  fees  and  returned  the  balance  to  the  client. 

On  the  Caterpillar  tractor  transaction,  our  client  assigned  100 
percent  of  his  Thai  letter  of  credit  to  us.  We  bought  the  equipment 
from  the  seller  in  Michigan  coordinated  the  freight  and  documents 
with  our  client,  presented  the  documents  for  payment,  transferring 
title  back  to  our  client  at  that  time,  operating  in  our  standard 
mode  of  exchanging  our  funds  for  goods,  goods  tor  documents,  and 
documents  for  funds. 

We  assisted  the  contractor  in  restructuring  his  letter  of  credit  to 
allow  payment  for  the  material  totaling  $70,000  upon  shipment. 
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His  letter  of  credit  was  for  $200,000  and  was  transferred  to  us  in 
full.  The  balance  of  the  contract,  $130,000,  was  paid  upon  comple- 
tion of  the  work.  We  only  financed  the  materials,  again  taking  title. 
In  this  case,  we  actually  handled  the  logistics  and  documents  as 
our  client  had  no  experience  in  exporting  whatsoever. 

That  leaves  the  planetarium.  We  turned  down  this  transaction 
because  we  could  not  assess  the  manufacturing  risk  presented  in 
the  transaction.  In  short,  this  sort  of  working  capital  financing 
probably  requires  the  financial  processes  of  bank  financing.  Again, 
to  the  extent  that  Ex-Im  or  SBA  guarantees  would  be  available  for 
such  a  transaction,  it  would  have  made  bank  financing  more  acces- 
sible to  the  firm,  but  I  doubt  it.  This  transaction,  totaling  in  excess 
of  $300,000,  is  high  risk  no  matter  what,  and  the  company  should 
have  given  more  thought  to  financing  before  pursuing  business  in 
the  first  place. 

In  the  3  transactions  we  did  fund,  a  decision  was  made  to  pro- 
ceed in  1  to  4  days,  with  disbursements  about  1  week  from  the  day 
we  initially  learned  of  the  transaction. 

I  hope  this  Committee  and  the  Trade  Promotion  Coordinating 
Committee  expand  their  thinking  when  considering  small  business 
trade  finance  options:  Realize  that  banks  have  certain  overhead 
levels  that  do  not  allow  them  to  reach  out  to  every  small  export 
business,  particularly  on  a  transaction-by-transaction  basis;  realize 
that  quality  transactions  exist  that  will  never  qualify  for  bank  fi- 
nancing, even  with  credit  enhancements  by  government  programs; 
consider  the  role  specialized  alternative  finance  sources  can  play  in 
the  overall  trade  promotion  strategy. 

Cambridge  Trading  currently  finances  transactions  secured  by 
letters  of  credit,  Ex-Im  insurance,  private  credit  insurance,  and 
U.S.A.I.D.  commitment  letters.  We  handle  transactions  as  small  as 
$3,000  and  have  completed  transactions  for  in  excess  of  $2  million. 
Our  overhead  structure  allows  us  to  take  on  small  transactions.  In 
all  cases,  we  have  applied  a  different  set  of  criteria  in  evaluating 
the  risk  than  those  used  by  a  bank. 

And  consider  these  results:  The  Caterpillar  tractor  exporter  has 
increased  his  exports  from  $11  million  in  1992  to  $17  million  in 
1993  and  is  on  pace  for  $24  million  this  year.  We  have  funded  this 
increase.  A  four-man  company  that  started  up  November  1993, 
from  scratch  is  selling  $350,000  in  Gulf  of  Mexico  tuna  fish  month- 
ly in  the  U.S.  and  Japan.  Their  average  sale  is  less  than  $1,000, 
with  the  exception  of  Japan.  A  new  export  subsidiary  of  an  old  U.S. 
lumber  firm  sells  approximately  $500,000  monthly  against  Ex-Im 
Bank's  insured  receivables.  A  minority  woman  entrepreneur  in 
New  Jersey  has  just  completed  her  first  deal  for  $100,000  in  hair 
care  products  to  Mozambique.  The  potential  for  small  business  in 
the  international  market  is,  in  fact,  great. 

I  urge  you  to  solicit  broad  participation  in  Ex-Im  Bank  and  SBA 
efforts  to  encourage  export  finance  "boutiques"  such  as  Cambridge 
Trading.  The  broadest  spectrum  of  finance  alternatives  should  be 
included  in  the  one-stop  shop  data  bases.  I  think  you  will  find  that 
such  specialized  financing  entities  can  complement  commercial 
bank  lending,  specializing  in  financing  quality  transactions  that 
cannot  profitably  or  reasonably  be  financed  by  a  bank. 
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It  is  a  new  economic  world,  and  small  businesses  heretofore  not 
active  in  foreign  trade  now  want  to  take  part.  I  urge  you  not  to  re- 
strict your  thinking  to  applying  old  tools  to  a  new  job.  Rather  con- 
sider fabricating  new  trade  finance  tools,  employing  new  criteria 
with  high  accessibility,  quick  response,  and  minimal  complexity. 
Thank  you. 

Senator  Kerry.  Thank  you  for  very  interesting  testimony.  We 
will  come  back  with  some  questions  in  a  moment. 

Mr.  Schwartz. 

STATEMENT  OF  BENNETT  SCHWARTZ,  SENIOR  VICE  PRESI- 
DENT, INTERNATIONAL  TRADE  SERVICES  DEPARTMENT, 
BAYBANK  BOSTON,  N  JL 

Mr.  Schwartz.  Thank  you,  Senator.  First  of  all,  I'd  like  to  com- 
mend you  for  holding  this  hearing  today,  especially  for  holding  it 
in  Boston.  I  think  we  have  often  been  in  the  forefront  of  trade  busi- 
ness one  way  or  another.  Today  I  believe  we  have  a  very  strong 
trade  banking  community  in  this  town. 

What  I  have  heard  this  morning  gives  me  a  great  deal  of  encour- 
agement. One  of  the  problems  always  with  the  government  pro- 
grams has  been  a  plethora  of  confusion.  I  think  that  the  pattern 
that  seems  evident  in  this  trade  coordination  council,  trade  policy 
council,  is  simplification  and  clarity. 

One  of  the  simple  problems  that  we  have  with  government  guar- 
antee programs  tnat  is  a  fundamental  flaw  is  that  the  language  of 
guarantees  given  to  banks  is  not  always  that  clear-cut.  Where  your 
guarantee  coverage  cuts  in  is  not  always  clear.  And  this  is  some- 
thing I  know  both  Irene  Fisher  and  Maria  Haley  are  working  on 
very  vigorously. 

Larry  made  the  case  for  the  commercial  banks'  inability  some- 
times to  support  exporters  adequately.  But  I  think  that  there  is 
often  a  cloud  of  negativity  that  clouds  the  fact  that  a  lot  of  business 
is  done. 

At  our  bank  we  did  a  few  million  dollars'  worth  of  working  cap- 
ital guarantee  loans  last  year.  I  think  the  numbers  for  New  Eng- 
land are  approximately  $20  million  in  1993  and  supported  about 
$50  million  in  exports.  What  isn't  stated  in  there  are  those  cus- 
tomers of  ours  who  borrow  on  a  commercial  basis,  they  do  happen 
to  export. 

In  our  case — and  this  is  true,  I  believe,  of  all  the  banks  in  Boston 
who  have  potential  partners — we  lend  money  against  receivables 
that  is  insured  by  Ex-Im  Bank,  a  very  common  activity.  I  don't 
know  if  Maria  has  the  number,  but  I  believe  that  export  insurance 
in  1993  was  about  $10  billion  in  the  United  States;  a  percentage 
that  could  be  expanded,  but  still  a  significant  number. 

Another  point  that  Larry  made  for  me  that  I  don't  need  to  make 
is  that  one  of  the  confusions  out  there  on  the  part  of  exporters  is 
that  commercial  banks  are  not  venture  capitalists.  We  do  not  get 
rewarded  enough  to  take  the  risks  that  an  exporter  would  like  us 
to  take.  So  I  think  the  point  that  equity  is  often  the  answer  rather 
than  debt  needs  to  be  made  very  strongly.  No  matter  what  is  done 
with  these  programs,  that  is  a  fundamental  fact. 

Another  criticism  made  of  banks — and  I  think  this  is  also  some- 
what true — is  that  the  barriers  that  Irene  and  Janice  illustrated 
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this  morning  about  the  SBA  or  small  business  lending  arm  of  the 
bank  may  not  be  as  familiar  as  they  should  be  with  international 
trade. 

At  our  bank,  and  I  know  at  our  competitors,  efforts  are  being 
made  every  year  to  educate  lenders  that  an  overseas  receivable  is 
not  necessary  from  the  get-go  a  negative.  The  idea  of  using  insur- 
ance, the  idea  of  high  quality  companies  that  might  be  on  the  other 
side  of  that  receivable  are  facts  that  are  increasingly  part  of  the  di- 
alog between  lenders  and  the  attachment  partners;  not  enough,  but 
it  is  getting  there. 

I  thought  I  just  would  mention  that  people  like  Larry — alter- 
native financiers — are  really,  I  think,  the  way  to  go.  There  is  an 
awful  lot  of  initiatives  in  this  area.  Even  on  the  very,  very  small 
loan  side,  I  believe  they  are  referred  to  as  micro  lenders  who  are 
doing  domestic  financing  on  models  that  have  been  used  all  over 
the  world  for  small  loans,  pools  of  loans  that  are  repaid  and  then 
re-lent  out  into  the  community.  I  think  it  is  a  model  that  can  be 
used  for  loans  for  small  exporters  from  $1,000  to  $10,000. 

We  are  looking  forward  to  hearing  from  SBA  especially  as  they 
harmonize  with  Ex-Im  Bank  on  how  deals  are  going  to  be  more  at- 
tractive to  us.  One  fundamental  problem  that  we  run  into  all  the 
time  is  that  in  New  England  you  can  have  a  lot  of  small  companies 
needing  working  capital  that  are  venture  capital  financed.  SBA 
typically  instructs  you  to  require  a  guarantee.  You  are  not  going 
to  get  a  guarantee  from  a  venture  capitalist.  This  is  a  flaw  that  has 
existed  for  many  years.  Ex-Im  Bank  has  in  the  past  been  willing 
to  address  that  question,  and  in  our  case  specifically,  positively  last 
year. 

The  last  point  I'd  like  to  make  is  I  think  that  there  is  also  some 
potential  to  pool  small  loans.  And  this  again  could  be  done  at  the 
State  level.  The  model  as  described  by  Gloria  Larson  I  think  even- 
tually does  call  for  some  pooling  of  loans  so  that  banks  like  us  can 
fund  them  but  not  have  to  take  on  the  unnecessary  responsibility 
for  administering  very  small  loans. 

I  would  like  to  finally  commend  the  two  agencies  that  are  rep- 
resented here  today  for  an  incredible  transformation.  I  have  been 
in  this  business  a  long  time,  and  I  think  that  Director  Haley  at  Ex- 
Im  Bank,  Ms.  Wolfe  and  Ms.  Fisher  are  doing  the  right  thing.  You 
are  going  to  get  a  receptive  ear  from  the  banking  community.  We 
look  forward  to  working  with  you. 

[The  prepared  statement  of  Mr.  Schwartz  follows:] 

Prepared  Statement  of  Bennett  Schwartz,  Senior  Vice  President, 
International  Trade  Services  Department 

is  there  a  small  business  export  credit  crunch? 

As  a  representative  of  the  trade  banking  community  of  New  England,  I  would  not 
agree  that  there  is  an  export  credit  crunch.  Some  facts  need  to  De  pointed  out  in 
a  frank  manner: 

Commercial  bank  financing  is  not  to  be  confused  with  venture  capital  and  a 
credit  worthy  small  business  borrower  in  New  England  today  will  be  able  to  ob- 
tain a  loan.  However  it  has  been  true  that  local  bank  lending  officers  are  not 
always  comfortable  with  the  risks  of  international  business.  In  recent  years 
however  progress  has  been  made  by  the  industry  in  educating  bankers  to 
accurately  measure  the  risks  of  lending  to  customers  with  an  international 
component  to  their  sales. 
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The  Export  Import  Bank  of  the  United  States  has  been  crucial  to  the  ability  of 
banks  to  increase  their  domestic  lending  in  support  of  international  sales.  Since  the 
early  1960's  Exim  has  provided  export  insurance  which  protects  exporters  from  both 
commercial  and  political  risks.  Banks  frequently  will  take  an  assignment  of  these 
insurance  policies  to  provide  exporters  with  working  capital  in  support  of  exports. 
Second,  the  Working  Capital  Guarantee  program  has  successfully  induced  banks  to 
make  loans  to  companies  who  are  not  quite  up  to  the  credit  standards  of  the  bank. 
In  1993,  10  companies  in  New  England  received  $20,000,000  in  revolving  credit 
which  theoretically  supported  at  least  $50,000,000  in  export  sales. 

The  SBA's  Export  Revolving  Line  of  Credit  has  not  been  as  successful.  The  key 
bone  of  contention  in  the  dialog  between  banker's,  Eximbank  and  SBA  has  been  in 
defining  standards  for  credit  worthiness.  The  Federal  Government's  program 
changes  outlined  by  the  Trade  Promotion  Coordinating  Committee  in  their  report 
"Toward  a  National  Export  Strategy,"  and  thia  morning  by  both  Maria  Haley  of 
Exim  and  Janice  Wolff  of  SBA  are  really  very  encouraging.  The  crucial  test  will 
come  as  we  all  try  to  find  the  point  at  which  credit  risk  assumption  is  prudent  for 
lenders  and  guarantors  and  adequate  for  the  needs  of  small  business  exporters. 

Senator  Kerry.  That  is  a  very  positive  note  to  bring  this  to  con- 
clusion. Let  me  ask  you,  there  is  a  certain  element  as  I  listened  to 
the  testimony — Mr.  Koerner,  Ms.  Shapiro,  and  now  your  testi- 
mony— I  think  they  all  underscore  the  tension  between  what  the 
marketplace  wants  to  do  naturally  or  what  it  allows  to  happen  nat- 
urally versus  what  the  government  may  be  trying  to  force.  It  is 
hard  to  pick  your  way  through  that  tension. 

Some  companies  can  find  by  virtue  of  the  government  leverage 
and  the  government  involvement  an  opportunity  they  might  not 
have  found;  and  you  get  a  certain  number  of  jobs  out  of  that;  they 
get  some  profit.  But  the  vast  majority  of  this  is  either  going  to  be 
bankable  or  it  isn't;  you  are  going  to  see  an  economic  opportunity 
in  it  or  you  are  not;  and  the  companies  are  going  to  see  it  or  they 
are  not. 

I  suppose  there  is  a  question  here,  and  it  is  an  important  one 
that  needs  to  be  defined  more  adequately,  I  think,  as  we  approach 
this  question  of  how  much  resourcing  do  you  commit  to  this  and 
how  much  energy  goes  into  it.  What's  the  upside?  What's  the  up- 
side by  virtue  of  that  extra  expenditure  and  energy  versus  what 
the  upside  would  have  been  anyway  for  the  market  simply 
working?  Now,  I  don't  know  if  you  can 

Mr.  Schwartz.  Well,  I  think  it  is  a  good  point.  Capital  is  a  pre- 
cious resource.  This  is  just  sort  of  my  blunt  statement.  Often  we 
will  get  people  who  expect  someone  else  to  take  all  the  risk,  and 
they  get  all  the  gain.  That  is  not  going  to  happen  in  any  cir- 
cumstance, but  I  do  think  that  it's  on  the  margin  where  the  action 
occurs.  The  government  guarantee  programs  can  help  banks  boot 
strap  working  capital  into  companies  that  will  employ  more  people. 

Senator  Kerry.  Is  the  government  guarantee  program  an 
adequate  incentive  for  a  bank  measured  against  all  the  other  due 
diligence,  time,  cost? 

Mr.  Schwartz.  Let  me  illustrate  the  working  capital  guarantee. 
Two  things:  One,  up  until  October  1,  1994,  at  Ex-Im  Bank,  it  has 
been  100  percent  guarantee.  If  you  as  a  financial  institution  are 
comfortable  that  a  guarantee  document  covers  you,  you  have  a  low 
risk  loan.  There  are  some  risks. 

Second,  if  you  are  looking  to  leverage  your  own  capital  from  the 
risk  based  capital  formula  as  promulgated  by  the  regulators,  these 
working  capital  loans  are  very  attractive.  They  require  a  lot  less 
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allocation  of  capital.  Using  a  model  that  shows  a  return  on  equity, 
it  shows  it  to  be  valuable. 
Third,  as  Larry  indicated,  an  exporter  who  successfully  exports 

f generates  transactions  which  throw  off  the  income,  whether  it  is  a 
etter  of  credit,  fees,  or  ultimately  foreign  exchange  transactions, 
that  can  be  attractive  to  a  bank. 

Senator  Kerry.  What  happens  when  it  goes  to  90  percent? 

Mr.  Schwartz.  Well,  the  90-percent  is  the  way  the  program  has 
always  worked.  So  the  100-percent  is  a  3-year  aberration,  I  believe. 
It  came  at  a  good  time.  There  was  great  difficulty  in  making  loans. 
I  think  we  are  more  comfortable  now  with  the  idea.  The  delegated 
authority  concept  is  a  wonderful  concept.  A  big  problem  with  the 
government  is  you  can  submit  an  application  and  the  transaction 
is  long  gone  by  the  time  the  government  has  made  a  decision. 

Senator  Kerry.  Did  my  question  oversimplify  the  equation  be- 
cause of  what  other  countries  are  doing?  I  mean,  isn't  it  a  fact  that 
Japan  is  under  enormous  pressure  now  and  there  is  a  certain 
change  and  the  bureaucracy  is  being  challenged  and  other  things 
are  happening;  but  not  notwithstanding  that,  there  is  still  a  reality 
and  their  willingness  to  subsidize,  their  willingness  to  engage  in  a 
joint  venture,  if  you  will,  where  they  take  a  lot  of  the  risk  out  of 
the  equation  is  a  reality  that  we  have  to  compete  against. 

Now,  you  do  not  seem  to  factor  that  in.  You  are  kind  of  talking 
the  market  as  we  Americans  tend  to  think  of  the  market.  The 
reality  is  that  none  of  our  competitors  are  practicing  the  same 
capitalism. 

Mr.  Schwartz.  If  you  tell  Ex-Im  Bank  through  the  administra- 
tion and  Congress  to  take  more  risks,  we  would  be  very  happy.  I 
had  a  discussion  with  Irene  about  that  very  same  concept  when  she 
was  in  California  and  was  visited  by  a  group  of  French  business- 
men who  had  heard  wonderful  things  about  her  program  and  they 
wanted  to  learn  all  about  it.  I  should  let  Irene  tell  the  story.  When 
they  came  to  visit  her  and  found  out  what  her  program  was,  they 
said,  "That  is  all  it  is?"  This  was  as  normal  an  every  day  activity 
in  France  as  it  could  be  imagined.  It's  not  in  the  United  States. 

Senator  Kerry.  The  French  go  to  great  lengths  to  offer  signifi- 
cant provisions  to  their  companies  in  most  bids;  and  we  have  lost 
a  great  deal  of  business  to  that  kind  of  underwriting,  if  you  will, 
which  we  do  not  engage  in.  They  are  also  a  lot  more  more  liberal 
than  we  are  about  foreign  corrupt  practices.  Do  you  want  to 
comment  on  the  testimony? 

Ms.  Fisher.  I  would  like  to,  yes.  First  of  all,  what  Larry  de- 
scribed is  exactly  the  approach  that  SBA  will  be  taking  on  their  fi- 
nance. We  are  going  to  be  looking  at  it  differently  than  a  bank. 
First  thing  we  will  look  at  is  the  transaction,  how  strong  it  is;  sec- 
ond thing,  the  capacity  of  the  company  to  perform;  and,  third,  we 
will  go  to  the  financial  statement,  but  it  will  not  hang  on  that.  It 
will  hang  on  the  deal. 

Another  thing  you  might  want  to  consider  if  you  take  title — and 
I  heard  you  say  you  do — you  can  come  in  and  apply  for  support. 
So  you  can  even  expand  your  base  of  opportunity  to  help. 

Mr.  Meyers.  Yes,  in  fact,  I  met  with  Maria  this  morning  to  dis- 
cuss that  concept.  There  was  a  time  in  the  export  industry,  typi- 
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cally  with  high  technology,  where  export  licensing  was  a  major  fac- 
tor and  was  an  inhibition  for  U.S.  companies  to  be  able  to  compete. 
We  at  the  time  were  a  bank-owned  trading  company  and  were 
the  first  company  to  be  issued  a  distribution  license  from  the 
Department  of  Commerce.  Under  that  license  distribution  program, 
we  handled  $150  million  of  exports  for  350  U.S.  companies.  And 
the  concept  that  I  was  discussing  with  Maria,  I  should  probably 
discuss  with  SBA  as  well,  was  this  umbrella  concept  working  again 
because  the  expertise  that  is  involved  in  trade  finance  can  be 
consolidated. 

The  fact  that  the  woman  in  Florida  who  owns  a  company  that 
sells  guitar  straps  to  Japan  and  has  $13,000  transactions  every  2 
months  is  not  going  to  get  very  deeply  embroiled  in  the  program 
we  are  talking  about  here  today  or  with  her  bank,  yet  she  employs 
about  a  dozen  people.  It  is  a  significant  amount  of  business  for  her. 
She  meets  the  test  that  Abby  was  discussing.  She's  one  of  the  65 
percent  of  the  companies  that  is  less  than  $1  million  in  sales,  but 
she's  my  kind  of  client. 

Again,  this  is  a  marketing  issue  from  your  point  of  view,  where 
we  have  the  capacity  perhaps  to  see  bank  financing  that  can  be  en- 
hanced by  guarantees  and  so  forth.  There  may  be  a  way  to  whole- 
sale some  of  these  services,  as  we  were  discussing  wholesaling 
information.  There  is  a  way  to  wholesale  some  of  these  services. 

I  think  the  important  thing  from  you  perspective  is  when  you 
think  about  trade  financing— I  was  trying  to  think  of  the  best  way 
to  try  to  explain  this.  The  suit  that  I  have  on  today  has  a  label  on 
it  from  Barney's  of  New  York,  but  I  bought  it  at  a  place  called 
Filene's  Basement. 
Ms.  Fisher.  Where  is  that?  I  have  heard  about  it. 
Mr.  Meyers.  You  have  got  to  spend  more  time  in  Boston,  very 
important. 

Senator  Kerry.  Actually,  they  have  a  Filenes  Basement  in 
Washington.  , 

Mr.  Meyers.  They  do?  And  that  is  a  great  looking  suit,  by  the 
way.  But  the  point  is  that  the  reason  I  went  to  Filene's  Basement, 
which  is  a  no-frills  boutique,  if  you  will,  in  the  center  of  downtown 
Boston,  is  because  for  my  needs  it  is  good  value;  I  am  in  and  out; 
and  I  am  getting  done  what  I  want  at  lunch. 

If  you  go  over  and  look  out  this  window,  you  can  see  BayBank, 
but  you  cannot  see  my  office.  It's  right  out  there,  but  you  cannot 
see  it.  It  is  not  in  the  same  kind  of  a  structure  because  we  are  not 
doing  the  same  kind  of  thing.  I  am  like  the  Filene's  Basement  to 
a  lot  of  these  small  companies.  I  am  basic  transportation.  I  am 
doing  what  they  need  quickly  without  a  lot  of  bureaucracy  and 
forms  and  details  and  so  on  and  so  forth. 

I  think  that  if  you  really  want  to  get  down  to  servicing  the  broad- 
est group  of  companies,  whether  they  are  opportunistic,  whether 
they  are  committed,  what  have  you— you  have  to  consider  this  not 
focusing  strictly  on  banks  as  the  only  source  of  financing  for  these 
transactions  and  look  at  new  ways  to  approach  it.  Wed  be  very 
happy  to  operate  with  Ex-Im  or  SBA  in  that  regard. 

Ms.  Fisher.  You  know,  I  did  mention  that  my  background  is 
from  the  State  program.  I  think  it  is  22  percent  of  the  entire  port- 
folio are  to  export  trading  companies  management  in  California. 
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Another  thing  that  I've  heard  is  that  general  manufacturing  is 
still  the  highest  type  of  export;  but  when  the  export  controls  were 
relaxed,  all  of  a  sudden  your  high-tech  came  up  doubled.  It  came 
up  to  43  percent.  You  are  going  to  see  the  same  thing  here  now 
that  those  opportunities  are  there. 

The  most  difficult  thing  we  are  asking  the  Federal  Government 
is  to  be  creative  and  flexible.  They  do  not  have  SOP  that  spells  out 
this  State  goes  here  and  that  State  goes  there.  That  will  be  my 
biggest  challenge. 

Mr.  Meyers.  One  other  point,  the  points  that  were  brought  up 
in  the  previous  group  about  commitment  are  very  important,  but 
there's  two  sides  to  the  coin.  One  side  of  the  coin  assumes  that 
there  is  a  small  business  that  wants  to  go  find  business  and  has 
to  find  out  how  to  do  it.  That  information  is  important  to  that  type 
of  company. 

I  see  many  small  businesses  that  have  more  orders — you  men- 
tioned this  before — than  they  could  possibly  fill,  for  whatever  rea- 
sons. I  have  a  company  in  New  Hampshire  that  exports  hardwood 
logs  to  Asia.  They  get  letters  of  credit.  Last  year,  I  believe,  they 
did  about  $1  million  in  sales.  They  have  a  letter  of  credit  from  In- 
donesia for  $273,000 — one  deal — a  27-percent  increase  in  sales. 

Senator  Kerry.  That  kind  of  company  though  I  think  is  an  aber- 
ration. You  are  talking  about  a  natural  resource  that  is  in  high, 
high  demand — you  are  not  talking  about  the  average  retail  market 
I  do  not  think. 

Mr.  Meyers.  You  are  right  about  the  demand  for  that  product, 
but  I  would  say  the  Caterpillar  tractor  seller  is  exactly  the  same 
type  of  a  company.  He  was  not  limited  by  the  demand  for  product. 
As  Irene  said,  he  was  limited  by  his  ability  to  get  financing.  Once 
that  ceiling  was  removed  for  him,  he  nearlv  doubled  his  business 
in  2  years.  My  point  is  that  there  are  small  businesses  that  have 
quality  products  for  which  a  latent  demand  exists,  and  they  are 
being  constrained  by  the  lack  of  financing;  not  the  lack  of  market. 
They  may  be  in  the  minority,  but  I  would  postulate  that  they  are 
significant  with  respect  to  the  dollar  values.  You  may  have  seen 
that  in  California  as  well. 

Ms.  Fisher.  Over  and  over  again. 

Ms.  Haley.  One  last  comment  to  Mr.  Schwartz.  I  was  gratified 
to  hear  you  say  that  the  working  capital  guarantee  program  docu- 
mentation was  difficult  and  vague  because  when  I  first  came  to  Ex- 
Im  Bank  and  I  read  that  document,  I  thought  it  was  because  I 
came  from  Arkansas  that  I  did  not  understand  it. 

But  I  think  beyond  what  Irene  is  saying  of  simplifying  now,  flexi- 
bility, and  creativity  one  of  the  things  that  we  have  as  a  goal  at 
Ex-Im  Bank  is  simplification.  We  want  to  come  up  with  documenta- 
tion and  information  that  can  be  understood  by  the  general  public. 

Mr.  Schwartz.  We  really  applaud  that.  Our  experience  with  the 
working  capital  program  has  been  excellent.  But  I  will  tell  you  in- 
ternally at  the  bank  every  time  we  do  look  at  what  it  is  that  we 
think  we  have,  we  also  pause  for  a  fear  that  we  are  not  really  cov- 
ered. This  is  something  that  has  been  mentioned  over  and  over 
again  at  Ex-Im  Bank.  I  think  the  new  chairman  is  addressing  that 
question  in  the  right  way. 


BOSTON  PUBLIC  LIBRARY 


62       3  9999  05983  163  4 

Senator  Kerry.  What  beyond  those  things  already  discussed,  if 
anything,  might  provide  greater  incentive  for  banks  to  participate? 

Mr.  Schwarz.  Well,  some  of  the  other  changes  underway  at  Ex- 
Im  Bank — the  delegated  authority  is  a  big  move  because  it  is  going 
to  mean  that,  provided  we  stay  within  the  parameters  outlined,  we 
cannot  commit  the  bank's  guarantee.  That  is  the  problem.  They 
have,  I  believe,  800  people  in  Washington  handling  everything  from 
power  plant  projects  and  Boeing  aircraft. 

Ms.  Haley.  Four  hundred. 

Mr.  Schwartz.  Excuse  me;  I  have  doubled  your  staff.  There  is 
some  insurance  programs  that  are  being  altered.  I  think  it  was 
mentioned  in  the  testimony  that  the  medium  term  insurance  is 
going  up  to  100  percent,  which  means  the  bank  can  use  it  more  ef- 
fectively. Things  of  that  nature  are  very  positive.  The  other  struc- 
tural change  at  Ex-Im  Bank  is  to  reassign  staff  so  that  when  we, 
the  distributors  of  their  program,  call,  we  will  have  somebody  to 
talk  to  and  not  get  into  a  voice  mail  system  forever  and  never  get 
an  answer.  The  business  world  moves  at  a  much  faster  pace. 

Senator  Kerry.  That  is  truly  one  of  the  new  phenomena  in  this 
information  world.  I  call  some  of  these  offices  where  I  used  to  talk 
to  somebody  very  quickly  and  even  had  friends,  you  know,  right 
here  in  Boston.  Now  you  just  get  trapped  in  this  voice  mail  that 
you  cannot  get  out  of.  You  just  go  around  and  around.  It's  the  most 
extraordinary  thing. 

Mr.  Schwartz.  The  interesting  thing  at  Ex-Im  Bank  when  you 
finally  get  them,  they  never  got  any  of  your  previous 

Senator  Kerry.  It  is  programmed  that  way. 

Audience  Member.  Senator,  my  name  is  Arnie  Rosenthal.  I  am 
here  representing  the  Randolph  Chamber  of  Commerce.  To  add  one 
comment  pertaining  to  how  do  you  get  the  word  out,  you  have  local 
chambers  that  have  newsletters  that  go  out  monthly.  I  would  sug- 
gest that  this  information  come  to  the  grass-roots,  and  I  am  sure 
the  local  chambers  will  participate  and  support  it. 

As  far  as  your  question  to  Mr.  Schwartz  about  how  do  you  get 
the  bank  to  do  more  lending,  I  would  suggest  that  the  SBA  make 
Cambridge  Trading  Service  a  certified  lender  or  a  preferred  lender, 
and  that  will  get  the  banks  to  wake  up  to  see  that  there  is  a 
market  out  there. 

Mr.  Meyers.  Who  is  this  guy?  See. 

Senator  Kerry.  Good  suggestion,  obviously.  You  just  woke  him 

up-  ... 

Mr.  Schwartz.  We  think  more  competition  is  good. 

Senator  Kerry.  Any  other  comments?  Well,  I  d  like  to  thank  all 
participants  today.  I  particularly  want  to  thank  Irene,  Janice  and 
Maria  for  taking  so  much  time  to  sit  and  listen,  and  I  hope  it  has 
been  helpful  to  you. 

It  gives  us  a  good  sense  of  the  energy  here  in  Boston  and  Massa- 
chusetts as  a  whole.  I  am  convinced  that  we  can  contribute  very 
significantly  out  of  this  State  to  the  overall  export  base  and  jobs. 
We  have  something  like  30  percent  of  our  companies  already  in- 
volved in  exports  of  one  kind  or  another— very  significant  job  base 
here,  product  base,  and  clearly  potential  for  a  great  deal  more. 

Because  of  the  downturn  in  the  computer  industry  and  defense 
industry,  we  have  probably  more  start-ups  right  now  and  new  ven- 
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tures  than  in  many  other  regions.  As  those  suddenly  take  hold  and 
blossom,  I  think  you  are  going  to  see  an  awakening  that  is  going 
to  create  tremendous  demand  for  this  one-stop  capacity.  So  I  thank 
you  for  that. 

I'd  like  to  comment  that  I  think  there  is  a  risk.  Notwithstanding 
the  risk,  if  you  are  going  to  sit  there  and  be  a  true  free  marketeer, 
as  we  vvould  all  like  to  be,  you  can  take  more  of  a  hands  off  atti- 
tude about  this.  But  if  you  recognize  what  other  countries  are 
doing  and  the  different  type  of  capitalism  they  are  practicing,  I 
think  it  is  only  dangerous  for  us  to  have  that  kind  of  laissez-faire 
attitude  in  this  day  and  age. 

It  would  be  wonderful  if  the  W.T.O.  develops  a  sufficient  enforce- 
ment mechanism  that  we  can  all  put  our  hands  into  this  sort  of 
larger  dispute  resolution  process;  but  absent  the  dispute  resolution 
process,  I  think  we  are  forced  to  be  very  careful  to  understand 
what  gave  us  our  clout  in  the  first  place  and  how  we  keep  sufficient 
clout  to  be  able  to  make  sure  the  end  game  comes  out  the  way  we 
want  it  to.  If  we  do  not  do  that,  we  could  find  ourselves  suddenly 
playing  by  other  people's  rules. 

At  the  end  of  World  War  II  when  Japan  and  Germany's  econo- 
mies were  destroyed,  it  was  very  easy  for  us  to  write  the  rules  that 
they  basically  had  to  follow.  We  set  up  a  terrific  monetary  struc- 
ture, and  we  basically  made  a  lot  of  lousy  business  decisions;  but 
we  still  won  because  we  had  the  best  of  everything:  R&D,  commu- 
nications, transportation,  financial  services,  you  name  it.  Today  we 
not  only  do  not  have  the  best,  we  do  not  even  have  equal  in  many 
areas:  Education,  et  cetera. 

I  think,  therefore,  this  question  that  we  are  talking  about  today 
is  much  bigger  than  just  small  business  and  how  you  help  them  do 
some  exporting.  It  is  central  to  a  larger  strategy  for  how  the  United 
States  is  going  to  be  a  force  in  this  new  marketplace. 

It  is  also  coupled  with  other  major  issues  of  foreign  policy.  If  you 
aren't  economically  strong,  you  diminish  your  influence  signifi- 
cantly to  effect  proliferation  issues  with  China  or  Asia,  to  effect 
population  and  environmental  issues,  and  a  host  of  other  issues. 

We  need  to  understand  the  dynamics  of  this  new  world  we  are 
in  much  better  and  apply  our  energies  much  better  than  we  are. 
I  think  that  small  business  effort  requires  us  frankly  to  take  some 
risks  and  to  leverage  with  guarantees,  maybe  even  in  a 
securitization  of  a  secondary  market  for  some  of  the  loan  pools  that 
are  created  here,  so  that  we  create  a  capacity  to  revolve  and  turn- 
over and  augment  our  presence  in  a  way  that  will  significantly 
increase  our  presence  in  these  foreign  markets,  which  is  one  of  the 
best  ways  to  have  influence  in  these  other  arenas  that  are  so 
important  to  us. 

I  think  it  is  part  of  a  much  larger  strategy  than  we  have  talked 
about  thus  far.  We  need  to  understand  that  a  little  better. 

With  that  said,  we  will  adjourn  at  this  point.  I  want  to  thank 
everybody  very  much  for  their  participation.  We  stand  adjourned. 

[Whereupon  the  hearing  was  adjourned,  subject  to  the  call  of  the 
Chair,  at  12:35  p.m.] 
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